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1984 State of Small Business: 

A Report of the President 


To the Congress of I am pleased to submit to the Congress my fourth nnjuml 
the United States report on the state of small business 

Nineteen eighty-four was a year of continued sliong 
economic growth for the U.S, economy and for small 
business. This success was achieved through the eftoits 
of thousands of men and women who own, operate, and 
work in this Nation's small businesses. New businesses, 
new industries, and new jobs have been pjoduced l)y 
millions of entrepreneurs free to test new ideas in open 
markets This growing and dynamic small business role 
must be continued if we aie to maintain our national 
strength in the world economy. 

Actions that promote a vigorous small business secUji 
have been and will continue to be at the heart of this 
Administration's economic plans. Low inflation, re- 
duced and more equitable taxes, fewer regulatory bur- 
dens, and a sound monetary policy are the under- 
pinnings of our current growth and will conlinuo to b(' 
my primary tools for promoting small business success. 

We have concluded that the lending programs of the 
Small Business Administration arc unnecessary for the 
thriving small business sector. This decision will not di- 
mmish the voice of small business within the Executive 
branch We will ensure that small business interests are 
represented in the development of government policu^s 
and programs, through non-lending approaches includ- 
ing advocacy, procuremorft assistance, various small 
business and minoiity sot-aside programs, and technical 
assistance and aid to minority In ms. 

In my three prior messages to the Congress, I have 
outlined specific small business policies and goals for 
this Administration and the Congress. These reports c!(h - 
ument the success of these policies measured by the 
extraordinary contribution that small liims made to oui 
economy through a difficult recession and on a vcMy 
strong recovery. In 1984, we made important progress 
toward those goals, building on the tax and regulatoiy 
reforms of our first three years. 

In 1985, the opportunity for small business growth will 
continue, especially if wo in the Government reaffirm 
oui intentions to lot small business grow without cl islrac- 
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lion or interference by the Government, Our btabic econ- 
omy will depend on more disciplined spending by the 
Federal Government and the rejection of any calls for 
new taxes. 

Congressional action on tax reform, however, is very 
much in order. Our efforts to lower the tax burden on 
small businesses are not complete as long as the tax code 
is so cumbersome and complicated. Businesses must be 
allowed to develop based on opportunities in the market- 
place, not on their ability to weave around the various 
tax technicalities that have developed over the years. 
Our goal is a simplified tax system with the lowest possi- 
ble burden for the individual and small business. Our 
goal in this reform is not to balance the concerns of 
various special interests, but to achieve a fairer and 
simpler tax system for all taxpayers, including our 14 
miffion small businesses 

Our small business agenda for 1 985 is broad In addi- 
tion to spending and tax reform, many other Federal 
policies affect the climate for small business growth. I 
urge the Congress to act on my proposal for urban enter- 
prise zones, which would provide tax incentives for job 
creation in distressed areas Uniform laws governing li- 
ability lor product defects are important to untangling the 
current maze of conflicting State rules. Control of health 
care costs is important to us all, and especially impoitant 
to small business owners who employ half the Nation's 
work force. 

Of course, many other actions by Federal officials af- 
fect small firms. I will continue to direct efforts by all 
departments and agencies to ensure that the spirit of 
entrepreneurs and small business growth will continue, 
unhindered by the Government. 


crvAjttilxk. 

The White House 
March 1985 
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Executive Summary 


Growth was the key word tor the U.S. economy and for 
small business in 1 984, as American businesses followed 
the normal patterns of a recovery Small firms in particu- 
lar continued to expand and adjust operations in a dy- 
namic process that undeilies a healthy market economy. 
As a major contributor to that t^rowlh, small businesses 
again led the way in productivity and job cieation. 

During the first half of the year, real gioss national 
product (GNP) grew at an average rale of 8.6 percent, 
faster than the average for other recoveries Industrial 
production and the unemployment level also improved 
more rapidly when compared to previous recovery per- 
iods. About 6.5 million new nonfarm jobs were created 
between November 1982 and October 1984. Corpoiate 
profits continued to rise in both large and small firms. 
Growth slowed during the third quarter, icducing infla- 
tionary pressure on the economy and pushing the aver- 
age GNP growth rale up to 6 percent for the first ihiee 
quarters. 

The dynamic small business sector showed an extraor- 
dinary capacity to mobilize icsources and generate now 
giowlh in the changing economy. Small business-clomi- 
nalcd industries added jobs at a rate almost twice that ot 
industries dominated by large firms: 1 1 .4 percent com- 
pared to only 5.3 percent from November 1982 through 
October 1984. 

Entrepreneurs incorjDorated approximately 325,000 
new businesses in the fust half of the yeai, an incioase ot 
8.6 |:)ercent; startups, another measure of business 
growth, increased 7 percent. Small business failure and 
bankruptcy rales remained relatively constanl, reflecting 
high rates of business formation in earlier periods. Bank- 
ruptcies were down and failures were up loss than 1 
peicont for the first six months of 1984 compared to the 
same peiioci in 1983. 

Demand for new products or sei vices generated small 
business growth, particularly in the sei vices sector. Small 
business'clominatecl service lirms registered a l2.(}-pcr- 
cent increase in employment. Com pilfer and data pro- 
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. v^.fmuuu / percent in the tVst hall ot the year, 
and certain retail industries dominated by small tinns 
also expanded. Radio, television, and miscellaneous 
stores, for example, expanded sales by more than 20 
percent; retail bakeries increased sales 14 percent. Smal 
residential construction businesses pertormec) well, and 
special trade contractors, providing plumbing, pamfing, 
masonry and roofing services did exceptionally well, 
growing as much as 20 percent over 1 983 

Historically, small businesses have responded quickly 
to structural change. Drawing upon their capacity for 
entrepreneurship, innovation, and job creation, smal 
firms have weathered the uncertainty of recessions and 
recoveries Despite this strong record ot new business 
and employment opportunities, a national deflate has 
arisen on how best to deal with the issue of competitive- 
ness and structural change. 

Some policymakers contend that U S. manufacturing 
industriesareexperiencingan inevitable decline that can 
be hailed only through direct government intervention in 
the marketplace. Opponents of such an industrial pohey 
argue that the U.S. economy is experiencing an industri- 
al shift in focus rather than an absolute decline in produc- 
tion, American manufacturing industries are still 
expanding production, capital stock, and jobs in abso- 
lute terms; only the relative share of jobs in manufactur- 
ing has declined, as other parts of the economy have 
expanded. 

After World War 11, japan and much of Western Europe 
adopted strung national industrial policies. Despite gov- 
ernment-backed development plans, new job growth rn 
Western European nations has been unimpressive when 
matched against the American record. During the last ten 
years, for example, the United States created approxi- 
mately 20 million new jobs. Western Europe lost 2 mil- 
lion jobs during the same period. This lackluster 
performance is partially attributable to European policies 
that tampered with the natural forces of the marketplace, 
often shunting valuable resources away from the innova- 
tive and /ob-creating small business sector. 

American small firms are now creating more than theii 
share ot new jobs through innovation and entrepreneur- 
ship, two traits characteristic of the American system but 
traditionally absent from European economies. Adopting 
a national industrial policy is the last strategy this Nation 
needs. Continued reliance on the proven innovativeness 



and adaptability of bmall lujsin('ss<“> sct'ms a far hotter 
wav to remain competitive in world markets. 

Beginning in the 1970s, a growing national avvaieness 
questioned the U S GovcMiimcntS involvement in (he 
marketplace Government legulation of certain markets 
can inhibit competition and create overcapacity and in- 
creased costs in goods and services purchased by con- 
sumers and small businesses 

Small business and the economy as a whole have 
benefited from the deregulation of specific industries 
New businesses and jobs have been created in inany 
formerly legulatcd industries, especially in transpoita- 
tion, trucking, and tinancial services The rise of new 
businesses is the direct result of an increasingly cost- 
conscious onviionment made more competitive by less 
restrictive federal controls Many cost-saving innova- 
tions have lowered the price of products and services, 
allowing small firms to compete more effectively with 
larger companies As the Federal Coveinment's role in 
(he marketplace diminishes, the small business sector 
will be able to lake advantage of the many growth oppor- 
tunities to create new jobs and more efficiently provide 
goods and services 

Deregulation also has increased small business' flexi- 
bility. For example, small firms now find it cheaper than 
before deregulation to ship goods and lo travel on busi- 
ness. Small business ownois are benefiting ftom more 
advantageous deposit and loan rates, giving them a 
broadci range ot financing alternatives. On balance, the 
deregulatory process has had a positive effect on small 
business and the rest of the economy. 

Financing needs vary according to business cycles 
During a slow economy, a small business retail operation 
may borrow because ol surplus mvenloiy oi sluggish 
cash flow. During a recoveiy, on the other hand, the 
same retailer may have to burrow lo expand inventory 
and to acquiie now equipment. A small business may 
obtain Its credit funds from a variety of sources Financ- 
ing for mom-and-pop stores, for example, comes mostly 
from informal sources — personal savings, friends, and 
1 datives. By contrast, larger firms obtain theu capital 
both from informal sources and commercial lenders 
Among the many ways small businesses raise capital, 
banks remain the primary supplier of loans. 

Demand foi funds was strong in almost all sectors of 
the U.S. economy in 1984. Total borrowing increased 30 
percent from 1982 to 1983 — an annual rate of $526 
billion per year. American consumers borrowed heavily 
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rn 1983 and 1984, mostly for household purchases like 
furniture and electrical appliances. Despite the competi- 
tion for funds during this time of accelerated recovery 
and increased demand foi credit, most small businesses 
still had access to capital markets 

Public attention to equity funds as a form of investment 
in young and fast-growing firms increased, especially 
between 1 982 and 1984. As new firms continue to enter 
the mainstream economy, equity capital as a source of 
financing — particularly for high-technology industries— 
will continue to be as important. 

Human capital is another important resource for small 
businesses. To continue growing, small firms must hire 
competent and motivated workers; offering competitive 
employee benefit packages is one way to attain that goal. 
The Nation's voluntary benefit system offers American 
wage-and-salary earners a wide variety of health and 
pension benefits: self-insured health plans, Individual 
Retirement Accounts, and Keogh plans. These options 
are available to employees of large and small businesses 
alike However, small firms still face a difficult challenge 
when attempting to match large businesses benefit-for- 
benefit. For example, the cost for a company benefit plan 
is relatively fixed : it takes just as long to set up a plan for 5 
as for 50 employees On average, it costs a small busi- 
ness about $1,180 per worker to establish a benefits 
package; a large firm pays only $574 for the same 
package. 

Profitability is the principal determinant of whether a 
business — large or small — can afford to provide its work- 
ers a benefit package. It is difficult for start-up and ex- 
panding small companies to offer a full complement of 
worker benefits. Yet these same enterprises furnish the 
Nation with the major share of new jobs Neither busi- 
ness owners nor their employees are willing to pay for 
benefits if the business itself is unprofitable Tax incen- 
tives for business-related benefits are irrelevant if a firm 
fails to generate sufficient cash flow or taxable profits, 
which IS often the case with many small or start-up 
businesses. 

Congress has passed a wide array of legislation sup- 
porting pension benefits for the wage-and-salary worker. 
Employees with company-paid plans and self-employed 
workers are now eligible for IRAs. Small firms, however, 
are still not taking full advantage of available options. 
Many jobholders, for example, are enrolling in IRAs 
more because of tax benefits than for retirement reasons. 
The expected Congressional debate over fringe benefit 



limitations will inevitably affect small tirms and the type 
ot benefits they can offer. 

Long-term structural changes arc altering the composi- 
tion of the small business work force. U S. workers are 
moving out of traditional manufacturing jobs and into the 
expanding service industries. As a result, small firms are 
creating thousands of new jobs Many of these new firms 
are owned by women, who are entering the ranks of 
business as never before. 

In 1 984, there were 3. 1 million women business own- 
ers. The number of female sole proprietors increased 46 
percent in the five-year period ending in 1982; women's 
share of sole proprietorships increased from 23 percent 
in 1977 to 26 percent m 1982. Undoubtedly, women 
entrepreneurs are the fastest growing segment of the Na- 
tion's small business population 

There are several reasons for this dramatic growth. 
Because of wider opportunities for female wage-and-sal- 
ary earners over the past several years, women have 
gamed valuable work experience that is directly transfer- 
able to entrepreneurial skills. While employed in tradi- 
tional occupations, women acquired the necessary 
experience for running all types of ventures, from retail 
stores to real estate companies In blue collar occupa- 
tions women also have made significant inroads in more 
male-dominated industries like construction, welding, 
and telephone repair. 

Higher education is another entry to the business 
world for women. Always a path to upgrading personal 
potential, educational advancement has served as a di- 
rect avenue for women desiring to start their own busi- 
nesses. More women are focusing on higher education in 
nontradilional lields — such as aerospace, engineering, 
and electronics. The narrowing income gap between 
men and women should continue to narrow, as more 
women start businesses in those nontraditional profes- 
sions and occupations. 

Another explanation for the rapid growth m women- 
ownecl enterprises is the increasingly influential role of 
all small businesses. The shift trom manufacturing to sei- 
vicc-oriented industries has promoted an entrepreneurial 
economy in which small firms have taken the leadership. 
Clearly, women starting their own businesses are m an 
ideal position to conliibute to this national trend. 

Small, minority-owned businesses also are showing a 
growing ability to take advantage of expanding business 
opportunities in the maiketplace and have made modest 
gains in recent years. The percentage of minority self- 
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employed has increased in relationship to wage-and-sal- 
ary jobs, although to a lessor degree when compared 
with the majority work force. Minority-owned firms en- 
gaged in nontraditional businesses are as profitable as 
their nonminority counterparts 

One market offering greater opportunities for small 
businesses is federal procurement. For more than two 
centuries, the U S. Government hrts been purchasing 
goods and services. Only since the beginning of World 
War II bas it established programs to assist small busi- 
nesses to compete more equitably with larger corpora- 
tions in the procurement process These programs arc 
aimed at all segments of small business: veterans, wom- 
en, and economically and socially disadvantaged small 
business owners. 

In Fiscal Year 1983, the U.S Government purchased 
$170 billion in goods and services, 29 percent of which 
went to small firm contractors and subcontractors Over 
the years, small firms have been most successful in com- 
peting for the small contracts, winning about 45 percent 
of awards under $10,000. By contrast, 75 percent of all 
awards over that amount went to large businesses; small 
firms won only 14 percent. 

The minority-owned firm share of government pio- 
curement has grown since 1982 when the Government 
directed all federal agencies to increase their minority 
contracting goals. By late 1983, the dollai value of mi- 
nority prime and subcontract actions had increased by 
10 percent. 

Closely tied to the fedeial procurement effort is the 
Small Business Innovation Research (SBIR) program, 
which provides federal incentives to small, innovative 
firms and has stimulated high quality research, which is 
making a major contribution to the Nation's technology. 
In FY 1984 more than $110 million in SBIR awards 
were made, with almost $200 million scheduled for FY 
1985. 

To track the performance of new and existing indus- 
tries, the Office of Advocacy of the U.S. Small Business 
Administration (SBA) has been developing a data base on 
American small businesses. The Small Business Data 
Base (SBDB) allows researchers to examine the giowlh 
and development of the small business sector in the U S. 
economy since 1976, By using this unique source, re- 
searchers and policy planners can analyze firms with 
employees for all industries by geographic area over a 
speafic period of time. Detailed information is also 
available on industry growth within states. 
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A new miciodata trie was recently completed to exam- 
ine patterns of small business job creation and business 
establishment growth, The SBDt3 is increasingly being 
used by policymakers at the SB A and other (edoral agen- 
cies to analyze the impact of government decisions on 
small businesses. 

In 1984, small businesses again demonstrated tberrabili- 
ty to meet the challenges of a changing economy. As the 
recovery continued, small firms were more resilient and 
adaptable, creating new jobs and providing market inno- 
vations for the rest of the American economy Buoyed by 
the tide of newly foiming small businesses, women - 
owned ventures have become the fastest growing seg- 
ment of the U S small business population. 

The utility of a government-supported industrial policy 
should be considered irrelevant m the face of a strong 
national recovery led by small firms. Loss government 
involvement resulting from cferegulalion has created a 
more cost-conscious environment in many industries 
that has benefited both businesses and consumers. 

Dramatic shifts within the American economic system 
areteslingvirtuallyevery part of American society. Small 
businesses — more than any other sector of the econo- 
my — have demonstrated their adaptive and regeneiative 
capacity while continuing to make valuable contribu- 
tions to a changing, healthy economy. 
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Introduction 


Growth and 
Change in the 
Economy in 1984 


Nineteen eighty^four was another good yeai for small 
business and the American economy The rapid growth 
in the lirst half of the year tested the ability of many 
American businesses to keep pace with incieasing mar- 
ket demands. Small businesses adjusted well to changes 
in the marketplace, as employment in small business- 
dominated industries expanded 11.4 percent from Octo- 
ber 1982 through October 1984. In contrast, 
employment m large business-dominated industries 
grew only 5 3 percent. 

Other aspects of small business performance also 
showed continued impiovemenl in 1984 Business start- 
ups increased 7 percent during the first six months, as 
new incorporations increased 8.6 percent toi the same 
months. Small business income, as measured by sole 
proprietorship and partnership income, increased 17.2 
percent during 1984. Corporate protits, including the 
profits of small corporations, rose an even larger amount, 
26.4 percent 

Increases in small business employment and income, 
and in new business starts, paralleled overall economic 
growth during the first half of 1 984 Inflation grew, how- 
ever, only 4.2 percent for the twelve months ending in 
June 1984. Interest rates, which moved up biiefly during 
the first part of the year, began to move downward in 
May Rapid growth during the first half of the year, aver- 
aging 8 6 percent in real gross national product (GNP), 
declined significantly in the third quarter as teal GNP 
growth fell to 1,9 percent Many economists welcomed 
this downward movement, believing that the economy 
would be unable to sustain the high growth rates of the 
early part of the year without generating severe inflation- 
ary pressures in the economy Small business farfuie 
rates, relatively constant during the first six months of the 
year, appeared to increase in the third quarter in re- 
sponse to the business slowdown. 


The American economy in 1984 was marked by signifi- 
cant expansion The course of the expansion was un- 
even, With vigorous growth in the first quaiter and 
higher-than-expected growth in the second quarter. The 
economy appeared to slow considerably in the third 
quarter, but GNP growth averaged slightly more than 6 
percent for the first three quarters of the year. Small 
businesses clearly shared in the growth in the economy, 
leading the way in the retail sales, residential construc- 
tion, and service industries. 
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Table 1.1 Oo^cuptm* 

Sutislfcs lor tin 
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“ /\V'( ()W'//C‘s' 
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-a 4 

Averiige t(jr lb(’ 
five Recoveries 

a a 

I'l 0 

9 S ' 

24 0 

“ 17 1 


^The 194^) recovery was excluded because it was distorlod by the Korean W.u, (he 1 9fU) 
recovery was excluded because ii lasted only 12 months 
‘Average of four recovciies, 

Note NA - Not Available 

Sources Gross National Product U S DepaftmentofConinierco, bureau of Economic Analy- 
sis, National Income and Pfotkrc I Accounts, various issues. Table I I Indiistrial Prodirction 
Board of Cjovernors ot the l ederal Resc'rve Sysloni, Statistical Release G-12 b varicnis issues 
Retail Sales and I lousing Starts U S DepartmentofCoinmerc UurcMU o( the Census, Current 
Business Reports, "Monthly Kc^lail Irade," various issues, and Conslruclton Rejiort c20, 
"I lousing Starts," various issues Unen>ploynienl Rate U S Def>artnionl ot Labr^r, bureau of 
Laboi Statistics, Lnyyloyniont and various issues 

Small businc'.sb' strong pt'iformancc can best be itndor- 
stoocl l)y comparing the ovoiall strength ol tlic present 
recovery with upturns following earlier recessions (Table 
).l and Chait I 1). Duiing the first four quarters of the 
l‘)8i recovery, growth m real GNP closely parallolocl 
average growth rates for earlier recovery periods, begin- 
ning in (he (irsl qiiaiter of 1 904, Irowovei, CNI’ growth 
acceloiatoci alx)Vo the tiend line ol oarliei recoveries, as 
rapid growth continued through the .second qciarfer of 
1984. The aveiage giowth rale til 8.6 percent during 
tliesc* first two cjiiaiteis toiikl not be sustained, anef 
dropped to 1 .9 peiccnt by the thud c|uarter. Many econo- 
mists cxpiessocl relief that the growth lale of real GNP 
declined slightly in the third c|uailer, as continued expan- 
sion at the pace ol the first half of the yeai would iiave led 
to severe strains on (he c'cononiy. 

Compartwn ol The strength ot the expansion during the lirst six months 

Recovoiios of 1984 can host be seen by cnmpaiing changes in five 

key economic variables, afloi six quarters of locovery, 
with the average |)erformatice of the same vai labfes in 
five earlier recessions (Table I . I). Growth in real GNP 






chart 1,1 Post Recession Performance Comparison of Real GNP, Fourth Quarter 
1982-Third Quarter 1984 (Percent Change from Trough m Fourth Quarter 1982) 



Number of Quarters Into Recovery 

Source U S Department of Commerce, Bureau of Economic Analysis, Natrona! Income and 
Product Accounts, various issues 


during the recovery of 1983 and the expansion of 1984 
exceeded the average growth of GNP at the same point in 
five earlier recovery periods. 

The strong performance In retail sales and housing 
starts was good news for small business. Retail sales ex- 
panded 14,9 percent during the first six quarters follow- 
ing (he recession trough m the last quarter of 1982^ 
compared with an average gain of 9,5 percent in retail 
sales at the same point in four previous recoveries Small 
retailers With fewer than eleven outlets produced a major 
share of increased sales. 
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Housing slails vvi-u' up pcucnl din rug iIk' six 

quarters of the? cufU’iit n‘((>v(>iy uikI I'xp.ui-.ron com 
pared to a 24-per<.enl average iiu kvim- li>i the liveeailun 
recoveries Only tiie iipsv\iM!> siiowed a siionign 

housing gam Small luisinessi-s jilay a •vlionp, lole in llii' 
residential housing maiU't Alter sevei.il yeais ot slow 
growth in housjng, (he lapki ex|).iMsion in 1‘XH and rn 
the first half of H)tf4 vv<is p()ssji)le hei aiisi' of it'silitnil 
small builders that pfoduee niosi ol the smgh'-l. irmly and 
small multi-family lesidentiaf housing 

Industrial production and the uiu*mploynienl ievi’l, 
both indicniofs of (fie Nation's I'cononiK luviflh, im- 
proved more in 5 and 1*384 than in any of Ihe earlier 
recovery periods, l-iom a small hiisiness siandpoinl, 
these indicators point (o llu'gc'iieial dcni.ind Ic'vei lai ing 
many components of small htisiness. Iiit leased mduslii.il 
production, foi example, is c losely linkc'd with inc leastvl 
activity throughout Iho wliolt'sale and retail clrslrihiilion 
chains, both ot which ate heavily (Mipulalecl by siikiII 
businesses. Increased industrial piodiKtion .ilso iinplres 
more business for small laiekfng and friNght foiw.irding 
firms and for small mainifacluiiiig fiiims, winch siififioit 
the automobile and othc'i major matuifai luring 
industries. 

CNP in 1 98 i and The 1983 lecovery was Ic'd by incuMsed < onsiimer 

1984 spending, particularly foi consumei diitatiles, and hy 

increaseef expencliliires on new ic'sideiiliiif housing. 
Spending by businesses foi new plant and eriuipmen! 
additions and moie mventoiy supfioiled the reiovety 
through the frrsl nine months ol 1983. Ouiing the last 
quarter of the yc'ai, and thioiigh Ihe lust half ol 1984, 
business inve.slmenl mcuvised steadily at a rale of It) 
pcrccvil for the thiee-c|Uarlei period, dtivinjj (lie jjiovvtii 
tale of GNP highei. While business invc'striieiit took Ihe 
lead lolo in 1984, retail sales and housing starts piovided 
continued slrcmglh to the ec oiioiiiy, I lousing starts weu‘ 
high in the Inst qiiailei, it'lalive to expec latioiis, pioh- 
ahly because of favorable weather m many parts ol the 
countiy. Retail salt's - led hy auUrmobftr' salt's and ton- 
.sumcr durable items, sut )i as liom<> appliant t's and r on- 
stimor oloclroiucs- rtise sharjily in (he setoiid <|uar!t'i. 
Real GNP increased at an aniuial rale of 8 8 pen eril (oi 
(he first half of the year. 

The strength of iht' litsl two rjiiaileis ol 1984 ajipean'd 
to lececfo heginning willi tlu' summei nionlhs, .is the 
giowth rale for retail salt's fell off anil sales de< lined |ni 
several monih.s. Inletesl rates tost' at the heginniiij! of the 



Table 1.2 Rccil C7/oss Ncitfondl Product, hourth Quarter 
19UJ-Thud Quarter 1984 


Year— QtiarlPf 

Billions of 
l‘)72 Ooll.irs 

Pore e I’ll Chan^o 
a( Annual Rale 

1983—4 

l/)72 7 

5 9 

1984—1 

1,(>I() 9 

10 1 

1984— i 

l,C>i8 8 

7 1 

1984—3 

Kf)4() 

1 9' 


Note "r" = revised 

Source U S DepartiTienl o) Commerce, IkiretUi ot Lconomic Anniysis, 
Ikisrness Conditions Dij^est (Washington, DC US Cioverninenl 
Piintmg Ofhee, various issues) 

second quarter and into the lliiid quarter. Housinij starts 
dropped slightly in response but reniainecl relatively 
strong throughout the ihrce-quarter period, business in- 
ventories rose rapidly duiing the thiid quaiter as many 
consumers lowered oi maintained thou spending rales. 
The GNP growth lato declined to 1 .9 percent, approxi- 
mately 1 percent below the long-term growth trend for 
the economy (Table 1 2) 

Inflation remained exceptionally low during 1984. 
During the first six months, inflation rose at a seasonally 
adjusted annual raleol only 4. 1 peicent, as measured by 
the consumer price index (CPI). For the 1 2-monlh period 
that ended in )unc 1984, the CPI increased only 4.2 
percent. Prospects for continued expansion and sustain- 
able long-term growth were enhanced by expectations of 
a low inflation rate. 

Interest rates followed the jialtern of GNP relatlvcdy 
closely. As the economy expanded rapidly during ihc’ 
first and second quarters of the year, interest rates — both 
short- and long-term — grew consistently, with long-term 
public and private rates on three- to ten-yeai U.S. Froa- 
sury securities and high-grade municijaal and coiporalo 
bonds peaking in june. As GNP growth declined in the 
third quarter, long-term rates immediately droirped, 
Short-term rates, measured by three-month Tieasury 
bills, fell by the end of the third quarter and continued to 
fall in the fourth quarter. The availability o1 loanable 
funds was not a problem for small businesses at any point 
during the year. 

The slowdown in the third quarter appaiently caught 
wholesalers and retailers off guard as inventories accu- 
mulated rapidly at the end of the second cjuarler and 
during the entire third quartet. While the inventory-to- 
sales ratio was higher at the end of the thiid quarter than 
earlier in the year, inventories apparently remained well 



Federal SpcrKling 


Small Business in 
1984 


Retail Sale:' and 

Residential 

Constnicllon 


conirolled. Baiocl on invontory l)utlclori in the third ejuar- 
ter, lower piotits weie experu’d in thi“ ItKirth qu.iitei as 
retailers reduced prices to sell oil surplus j’oods 

Federal spending has been low in this lecovory com- 
pared to earliei post-recession periods, despite increased 
federal expenditun' authority, particularly foi defense 
The flow of federal funds into the business community 
did not increase significantly during 19«3 Increased 
government expendituies, however, contributed to eco- 
nomic growth in the first quarter of 1984, moving up at 
an annual rate of 9 4 perc ent compared to the last quarter 
of 1 983 The rate of increase trom the lirst to the second 
quarter ol 1984 was even larger, with federal spending 
rising at an annual rale of 1 8 6 percent. Growth in gov- 
ernment spending remained stiong through the third 
quaiter, increasing at an annual rate of 8.6 percent from 
July through September Spending increases by the Gov- 
ernment helped to partially offset the decrease in third 
quarter retail sales. 

The combination of two quarters of very strong GNP 
growth, followed by a relatively sharp slowdown m the 
third quarloi, resulted in a very good yeai for small busi- 
ness. the growth rale of GNP at approximately 6 percent 
meant many real opportunities in 1 984; small businesses 
moved quickly to lake advantage of them. 

Demand for goods and services expanded rapidly in 
the U.S. economy in 1984. Small businesses responded 
exliemely well to Iho strong market demand Isy expand- 
ing output and sales. In addition, small businesses orga- 
nued lesourcos and initialed new biisini'ssos in an 
attempt to raise supply capat ily to meet the demands of 
the marketplace. Int omes earned by small Inisiness pro- 
prielois also incioascd 

Kolail sales continued to c liml) duiing (he fust two cjiiar- 
(ers of 1984, with lelail sales in small businesses increas- 
ing 7 percent compared to a l.l-iteicenl gain in laige 
retail films, fhe slower giowth of the economy in llio 
third quarter, liowovei, changed the pictuie for small 
business relailc'rs. In (he ttiircl ciuaitei, sale’s foi small 
retailers declined by more than $1 l)illion.' Latge rc’tail- 
ers managed to hold their sales c onslant cic’spite the slow- 


' IV‘r( < 4* It ultUod from IJuroaii of llu‘ ( ensus, U.,S ( )o- 

of ('omriU'K't', ('urtrnf Roporh, "Monllily 

Irack*/' Inhios 1 dm I J, venous issues. 
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Chart 1.2 Post Recession Performance of Retail Trade, Fouilh Quartet I982-Il)ir<l 
Quarter 1984 (Percent Change from Trough in Fourth Quarter 1982) 



Source; U S Department ot Commerce, Bureau of the Census, Current Business Reports, 
"Monthly Retail Trade" (Washington, D C • Government Printing Office, various issues). 


down in the economy Small retailers performed very 
well compared to large retailers during the 1982-1904 
period (Chart 1.2). Retail sales showed more strength 
through the final months of the year. 

Residential construction is another industry that is al- 
most completely dominated by small businesses Resi- 
dential housing starts performed reasonably well during 
1 984 despite seesawing interest rates. Mortgage rates fell 
from January through March, rose from March through 
October, and declined for the remainder of the year. 
Favorable weather during January and February pro- 
duced an unexpected increase in housing starts for those 
months. Housing starts for the remainder of the year were 
remarkably steady and slightly better than anticipated 
(Chart 1 .3). As a consequence, small residential builders 
were active throughout the year and business startups 
were high in the residential construction industry. 

Smalt special trade contractors (firms providing 
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chart 1 .3 Post Recession Pcrtornicince Comfxinson Unit I foasini; SUuh, 

Fourth (^Luirter 1982-1 bird Qiuutcr 1984 i Percent ( hnn^i* iiom Itou^h tn Fnuiih 
Qiuvtor 1982) 



Source^ U b ()t'|)arlnu*n( ot C()niniOK<^ (Juroau of the Cc^'»u^, ConslJiRljon Report ciO, 
"I loLismg Sl«K(s" {Washin^lon, D (' , Government fVjnlinti Office, various issues). 


plumbing, painting; electrical; masonry, and roofing sei- 
Vicos) perloiinocf exceptionally well during 1984, Many 
of these industi los giew between 1 0 and 20 percent ovei 
1 983,^^ Other retail indiistiy sales related to housing con- 
struction also made large gains duiing 1984. These in- 
dustries included fuinilure; luinbor; and other 
construction matenals. 


lousiDjf stalls data arc froii) tiurcMii of iho Cansus, U«S Department 
of Conim(‘rcc, Con^tnution Ropait JO, '1 (ousiiij> Starts," various 
issues. Cirovvlh rales for t)io special trariu construdion incluslrie'; are 
csliinalos based on employ men I c hanROs for the period from October 
1 9a i to <)c lober 1 91M. I mploynionl numbers are from the Bureau of 
Labor Stalls Iks, LJ.S Dcpaflmonl of Labor, Fnipfoymani nncl 
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Several retail industries, populated mainly by small busi- 
nesses, also increased sales in 1984 Retail bakeries, for 
example, expanded more than 14 percent from October 
1983 through October 1984. Radio, TV, and miscella- 
neous stores also expanded sharply, with sales up more 
than 20 percent. The large increase in sales in this cate- 
gory may have been attiibutable to the strength of the 
dollar and the relatively low prices of imported TV sets, 
video cassette recorders, and high fidelity audio equip- 
ment In wholesale industries dominated by small busi- 
nesses, durable goods wholesalers performed relatively 
well. Wholesale machinery dealers, whether providing 
equipment or supplies, showed above-average growth. 
Among small business-dominated wholesale industries, 
only chemical and allied-products wholesalers and pe- 
troleum and petroleum-product wholesalers showed real 
declines during 1984 ^ These declines may have been 
partly because of the continuing oil glut and relatively 
weak prices for petroleum products, and partly because 
of slow growth among industries using chemicals or pe- 
troleum as major inputs in their production processes. 

Small business service firms, especially computer and 
data processing firms, adveitising and mailing firms, and 
hotels and motels also showed strongly rising sales 
curves. Small firms providing legal, health, and social 
services continued to register strong expansion, which 
has characterized their growth over the last few years. 
Only amusement and recreation services showed a slight 
downturn during 1984, as all other small business-domi- 
nated service industries reported real growth from C)( tu- 
ber 1983 to October 1984, 

The number of business openings and closings is an im- 
portant indicator of small business' ability to shift r(‘- 
sources quickly in oi out of the production process. 
Business startups and closures represent thousands of 
individual decisions reflecting the past history of individ- 
ual firms and their expectations of future sales and 
profits. 

Few business start-up decisions are registered ctireclly 
with the Federal Government, Some startups ate noted 
by state tax officials for sales tax, unemployment insur- 

tngs, December 1983, and unpublished October 1984 data In he 
printed in the December 1984, Employment and Farnings, 

Projected sales Increases are based on employment chnnl^c^ from 
October 1983 to October 1984, reported in Employment and iarm 
ings, note 2 supra. 
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Table 1.3 Zlu'.mcss Fornuuions ^incl Non ln< orpouitioiis. N)fk)-/unt‘ IW-I jnti 
Selected Subpet loch 



PoKont 

8 LI sf ness Slartb at Annuaf Kale 

IncOfpciialKMis 

l\*i( enr Lhani.’e 
at Annual Rtite 

Jtjnuary-Juno 1%4 


7 0 
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1983 

l()l),i)(>B 
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600,400 

9 

1 982 

90, 7'^; 

“ 1 5 

^>66/M2 


1981 

92,16] 

1 s 

^81,242 

8 9 

1980 

90,840 

— 


— 


Note preliminary The ini orpoiadon tiRures are not seasonally acljusletl, 

SoLirtes Dun and Bracistreet, ln< , "Quarterly Business Slaris" (various issues), and Dun and 
BracKlreel, Int , "Monthly New Iniorporations" (various issues) 


ance, and oilier purposes. Most arc noted primarily at ihe 
local level whore business licenses arc issued and where 
local permits covering health and safety ot economic 
rules arc applicable. 

Seveial available data series can solve as proxies foi 
business startups. The Dun and Bracisireet Corporation 
(D&B) provides two basic data series: new business in- 
coiporations and new business startups (Business incoi- 
porations arc obtained from the Secretaries ol State for 
each of the 50 states. Now business startups are derived 
from new businesses enteiing the D&B Market indicator 
files, which arc maintained |)riiTiarily to support credit or 
other business inquiries (Table 1 .3). 

Both data series reflect the growth ot (he economy in 
I9B3 and in the first half of 1984. Now incorporations 
may retied one of seveial intentions: the actual startup of 
a new business; the intention to start a new business, 
which may never be realized; the conversion of an exist- 
ing sole piopi letoiship or partnership; or the creation of a 
subsidiary corporation for tax or othei business reasons. 
Finally, new incorporations may not reflect a new busi- 
ness at all but may simply repiesent a rearrangement of 
ownership or control. 

New business starts serve as a more reliable indicator, 
reflecting actual businos.s start-up dates, adjusted for re- 
cently reported changes in previously existing busi- 
nes.ses. The 7-porconl increase in business starts foi (he 
first half of 1984 can be divided into a 9.3-perconl in- 
crease in the first quartet and a (j-percont increase in the 
second quarlei. Sc'cond-quarlcr business starts showed 
llie gioalesi decline in (he manufacturing and the wholc- 
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sale and retail sectors. Startups increased in the agricul- 
tural, construction, and service sectors. ■* 

Business incorporations increased approximately 9 
percent in both the first and second quarters of 1984, 
running at a record pace for the half year. Despite the 
shortcomings of the incorporation data — because many 
incorporations do not reflect new startups — changes in 
incorporations tend to parallel changes in business star- 
tups. Incorporations can be used as a proxy forstartups in 
determining whether the trend in startups is up or down 
over any three-month, six-month, or longer time period. 
The increase in business startups during the first half of 
1 984 reflects the rapid growth of the economy during the 
same period. 

Business Closures Even less data are available on business closures than on 
business startups, as no government agency regulates or 
notes their occurrence Closures traditionally have been 
tracked through two data series: business failures pub- 
lished by D&B and business bankruptcies published by 
the Administrative Office of the U.S. Courts based on 
information supplied by the bankruptcy courts. A busi- 
ness failure is defined as the closing of a business that 
involves a loss by a creditor This definition is broader 
than the definition of a bankruptcy, which is an official 
petition to a federal district court from a business that 
cannot meet its debt obligations, and asks for either reor- 
ganization of its debts or liquidation of its assets. All 
bankruptcies are business failures, but not all business 
failures are bankruptcies 

Not all business closings are failures: the majority are 
voluntary closings under which all debt obligations are 
met Closures occur for a variety of reasons, ranging fioiii 
a desire to retire after a lifetime of business operation, to 
an intent to move resources to more highly valued uses 
by liquidating one business and using the capital pio- 
ceeds to begin another. Until recently, no institution had 
followed voluntary closings. D&B recently introduced an 
index of these closings, but it will take some time (o 
accumulate information from that index 

The number of bankruptcies and business failures in 
the first SIX months of 1984 virtually equalled the nurnbci 
in the first SIX months of 1983 (Table 1.4). Some obseiv- 
ers have expressed surprise that closure rates have re- 
mained high despite the obvious strength of the 


The Dun and Bradstreel Corporation, "Current Economic Indicators," 
September 28, 1984. 



Table 1.4 Business 
Selected Subperf()ds 

dares 

itncl BankrujHc i'W/- 

Itftw / dfni 
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lS,2i'5 


11J(>7 

-0 ^ 

|aniiarv~Jun.e 1 98 i 
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198J 
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21 6 

116898 

10 1 

1982 


48 7 

61,807 

18 4 

1981 

^ 7,044 

4*5 4 

47,11') 

9 6 

1900 

1 1,719 


4 6 174 



Source Adapted by the U S Stnad Business Adtiiiiiislration, OltitfofAdvoc.Kyfroni nun and 
Bradstreel Weekly Fmliires (various issues), and Ironi the U S Adnimistradvc Ofine of (he 
Courts, Statistical Analysis and Reports Oivision, unpublished data 


economy. Two major factors contribute to this apparent 
anomaly. 

First, the rate of closures (failuios and l>ankruptcies) 
appears to have a cyclical component whic h lags behind 
the regular business cycle by six to twelve months, bank- 
ruptcies and business failures, for example, continued to 
increase during the early part of lytti, oven though the 
economic recovery began in November 3 9g2. The nuni- 
bor of bankruptcies declined relatively sharply in the 
second half of 1993, while the number of business fail- 
ures continued to increase tliroughoiit 1963 and in the 
first qiiarlor of 198d. 

Second, the absolute level of bankruptcies and busi- 
ness failures is influenced by another variable, the num- 
ber of business slaitups in earlier periods. As the niimbi'i 
of business slaitups incieases, the numbei ol business 
failures and bankruplcie.s in later peiiods rises, because 
incorporations and startups have been running at record 
levels for throe of the last four years, higher levels ol 
bankruptcies and business failuies can be antic ipalc'd in 
the near future (Table 1.3). If startups continue at a lapid 
pace, contiruic'd high closure rales can be c'xpecled. 

The abrupt decrease in bankruptcies in 196 1 ic'lalive 
to business failures can be c'xplaineci by the differc'nces in 
the populations from whicii Iho statistics aic' drawn. 
Bankruptcy statistics are lakc'n from a universe of ap- 
proximately 14 million businessc's, and inc lude many 
bankruptcies filed i)y veiy small sole projirietorships. 
Failure statistics are taken ftcjm a sample of appioximate- 
ly 3 inillion businesses. Thc'se firms are, on avomge, 
larger than the businesses in the bankruptcy population 

because of unfavorable business conditions in 1961 
and 1 962, fewer very small firms had (he resourc c*s avail- 

I ] 



-O 

c 

03 


yi f- 
o 

o o ^ 

— 


(N vO fN 

K m ro r— 
vD m |\ vD 


ro ^ m 

r- O 


Q. 

I “ £ 

S £ o 
<u c ^ 


O CO ^ rJ- 

tN o <N »- 


vO O — 
LO lO O 


45 0^ C ~ 

^ w>i3 e 

•A ^ 


CO LT) hs vX) 
fN rx »- 
vD 00 LO 
vO u*) Tj- m 


m (N 1- O 
00 CO CO CO 
O' <T» <T> 


14 



Small Business 
earning'; 


Job Generation in 
Small Business 


able to slay in business until the lattei halt ot 1983. 
Bankruptcy rates were higbei, the«‘lore*, in the tiist halt 
of 1983 anti lower in the second halt. Ihc population 
trom which business tailuresarcMTieasuretl systofnaticaliv 
excludes very small businesses Therefore, the remaining 
busincs.ses had more resources and tended to fail latei in 
1983 or in 1984, keeping the failure rate relatively high 
for a longer period. 

Net income for solo proprietorships and partnerships was 
up 33.7 percent during the first six months of 1 984 com- 
pared to the first half of 1983 (Table 1.5). The 1984 
performance was a major improvement over the 11.3- 
percent gam in 1983 and the 10,4-percent decline in 
1982. Proprietorship income, like corporate profits, var- 
ies with the business cycle, with higher earnings in the 
growth phase of the cycle offset by lower earnings during 
the downswing. Wage-and-salary earnings tend to vary 
less and generally remain positive during all phases of the 
cycle. 

Corporate profits for the first six months of 1984 were 
up 41 8 percent from the first six months of the previous 
year, partially offsetting lower earnings during the 1982 
recession. Wage-and-salary earnings were up 9.1 per- 
cent for the first six months of 1984, considerably ex- 
ceeding the inflation rate, which showed only a 4.2- 
percent gam for the 12 months ending in June 1984. 
However, this growth in wage-and-salary earnings re- 
flects increases not only in individual wages and salaries 
but also in the number of workers. 

The economic recovery of 1983 and the continued ex- 
pan.sion ol the American economy in 1984 produced 
significant employment gains. A total of 5,676,000 new 
jobs were created from November 1982, the bottom 
point of the 1981-1982 recession, through Ocloher 1984 
(Table 1.6). This increase ropresenls wago-and-salary 
jobs in nonfarm, non-government industries, A broader 
measure of employment change in the economy, devel- 
oped from the Current Population Survey of the U.S. 
Census, puts the total omploymeiit increase for the peri- 
od at 6,513,000. MeasiitocI by hoiisohold survey, this 
total includes changes m self-employment as well as 
wagc'-and-salaty employment; the total increase in em- 
ployment from Nervombor 1982 to October 1984 was 
7.3 perconl. Employment data are used as a proxy for 
small business output because of the lack of output infor- 
mation by size class of business. Output and employ- 
ment ( hango in the same direction and to about the same 

(5 



Table 1.6 Nonfarm Employment and Emplovmenl Change, November 
October 1984 (Thousands) 



Establishment Data 

Householrl Data 


Total Non tar m 
Employment 

Employment 

Change 

Total Nontarm 
Empfoyment 

Employment 

Change 

1982 

November 

88 674 

— 

95 537 

— 

December 

88 646 

-28 

95.550 

13 

1983 

January 

88.827 

181 

95 734 

184 

February 

88 728 

-99 

95 757 

23 

March 

88 945 

2J7 

95 9 50 

173 

April 

89 259 

314 

96 214 

284 

May 

89 578 

319 

96 388 

174 

June 

89 927 

349 

97 264 

876 

July 

90 274 

347 

97 726 

462 

August 

89 918 

-356 

-90 035 

-309 

September 

91 018 

1,100 

98 568 

533 

October 

91 345 

327 

98 730 

162 

November 

91 688 

343 

99 349 

619 

December 

92.020 

338 

99 585 

236 

1984 

January 

92 391 

365 

99 918 

333 

February 

92 846 

455 

100 496 

570 

March 

93 058 

212 

100 059 

363 

April 

93.449 

391 

101 009 

150 

May 

93 786 

337 

101 899 

890 

June 

94.135 

349 

102 344 

445 

July 

94 350 

215 

102 050 

-294 

August 

94 523 

173 

101 744 

-306 

September 

94 754 

231 

101 923 

179 

October 

95 195 

441 

102 472 

549 

Percent Change 

November 1982 to October 1984 

74 


7.3 


Sources Establishment Data U S Department ot Labor, Bureau of Labor Statistics, Employ- 
ment and Barnmgs {Washington, D C : U S Government Printing Ottice, various issues) 
Household Data* U S. Department of Commerce, Bureau ot the Census, Current f^opuiatron 
urx'ey (various issues). 


extent. Comparisons of employment changes in small 
versus large business provide evidence of the relative 
changes in business output or sales 
Detailed industry data provided by the Bureau of Labor 
Statistics (BLS) are not available by employment size 
class. However, the data can be divided into two catego- 
ries according to whether a particular industry is domi- 
nated by small business. Small business-dominated 



Table 1.7 Percent Change in Emf)hvment tn Indu^tnc^ 

\or 5 Uh Empl()\mont in Luge bubiness-DoniindUHl Indu^tiu'^ hv inthi'ln f 
Octolyei 1 982~Oc tohei 1984 


Industry 

Division 

Small Business- 
Doniinalod Industry 

ltuluslf\ 

Division 

t.irgi IHiiMfif.s 

1 )ori'ijnatcd Indir 

All Industries 

11,4 

7.9 


Mining 

— 

-5 7 

-57 

Construction 

18 9 

1 t 6 

- 10 (i 

Manufacturing 


7 2 

7 2 

Transportation 

JO 8 

^ 1 

1 0 

Wholesale Trade 

7 6 

7 2 

0 t 

Rclail Trade 

9 9 

9 1 

7 5 

r 1 nance 

12 7 

7 0 

1 9 

Services 

12 6 

9 J 

5 5 


Note The ten major i nd u si r»«i I ralogoriLs in tho economy ,iro relcrrc^d lo in Ibis report as 
jndu!>lry divisions Sub- industries within each indiistiy divisic^n are i etorred lo in ihrs report as 
industries 

The U S Small business Administration, Oflice ol Advocdcy detines an industry division as 
small business-dominated when 60 percent or more ot the clivisiorTs sales or emj^lovmenl is 
found in businesses with fewer than 500 employees. By this criterion the agiiciillure, con- 
struction, wholesale^ trade and retail tradc^ divisions are classftied as snitdl business-dominated 
October data are preliminary 

Source October I9B2 data liom U S Deparlmc'nt ot LabtJi, B(ir<‘au ol Labor Statistics, Cm- 
phvmcni nnd Etitmngs, Dc't ember 1082, Oc iol)i‘r 1984 data from iin|)iihlished data provuled 
by the Bureau ol Labor Statistics 


tndustries contain a mtnimum of 60 pcrcenl of ihcii lmh- 
ploymcnl oi sales in funis wdh fewer than 501) empioy- 
eos Appendix Tables A1.27 and A1 .2B provide listings 
of small and laige bustnoss-doniinalod industries as lo- 
poiled by OLS. 

Em()loymen( gams fot major incluslrios and lot (he 
small and large bustness-dominaled suliseclors <jf ihose 
induslries arc shown in (able 1 7, whic h covets ihe two- 
year period of the recovery and expansion following the 
198M9B2 leccssion. The total employment gain lot all 
small husiness-dom mated induslries during [he pe/foci 
was 1 1 ,A percent, compared to 3 percent in large busi- 
ness-dominated mcliislnes (Chail 1.4), 

Employment gains in small businoss-dominateci inclus- 
liios in construction (18.9 percent), finance, insurance 
and rc\il estate (12 7 percent), and services (12.b per- 
cent) ate impressive wlum c ompaied lo the gams made in 


'in soni(‘ snicill businuss-domin dU’d tndiisif ies, mu< b iis 40 j)er( uni 
of totiil sul(»s Of (‘mploymu/il drc‘ in Kirgt* husinc's«.os. Ihoruforu, 
{ hiing{‘ in lolcil (‘niploynioni in these' uidusti i(*s niuy ri'jk’( t c bnngc's in 
hiig(‘ business (*ni|)loym(*nl, us vvoll us sinnll businc's^ oniploymt’fiL 
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Chart 1 A Percc^nt Change ni Employment m Small Busines^-Dommated Indu^tnes 
versus Large Bui^mess-Dominated Industries by Selected Industry Division, October 
1982--October 1984 


U S Total 


Constructfon 


Transportation, Communications & 

Public Utilities .1,0 I 


Wholesale Trade 


Retail Trade 


Finance, Insurance & Real Estate 


Manufacturing^ 


□ Large Business - Dominated Industries 
1^^ Small Business » Dominated Industries 

The U S Small Business Administration, Office of Advocacy defines an mdustiy division 
jmafi business-dominated when 60 percent or more of the division's sales oi employment is 
found in businesses with fewer than 500 employees By this criterion, there are no sn>all 
business-dominated industries in the mining and manufacturing industry divisions* 

Note October 1 984 data are preliminary. 

Source October 1982 data from U,S Department of Labor, Bureau of Labor Statistics, Em- 
ployment <wd Earning, December 1982; October 1984 data from unpublished data provided 
by the Bureau of Labor Statistics 
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find 

Slowest Grow 
/nr/as/r/es 


similcir, large businesS'cloniincitcti indusl^ru^s In ( on- 
siruction, the small iHJsiness-dfjnijn.jred in<)usirK‘s h.ul 
employmenl gams of 18 pore ent, wl^iie ih(* large busr- 
ncss industries showed an omploymenl loss ol U) h per- 
cent. The relative strengths ot (he small iRisirjess gams in 
wholesale and retail trade arc also significant 

The rapid growth of the economy in 1 981 and 1984 
produced employment growth possibihtjes tor most in- 
dustries However, the relative sircMigth ot employment 
growth in Amc^rican industries vaned consKicrably, from 
a 50.7-percenl gam in the poisonnol supply service n>~ 
dustry to a 10 7'percon( loss in (he heavy construction 
industry (Table 1.8). Fast-growing small business-domi- 
nated industries exhibited higher rates oi employment 
growth than fast-growing large business-dominated in- 
cluslries. At the slow end of the growth spectrum, large 
business-dommaled mdustries did not increase cmiploy- 
menl as much as small business -dominated industries. 

It js difhcull to draw meaningful c'onclusions about 
more highly ciisaggregatod industries. For example, llm 
average growth rales to retail trade intluslries vaned 
widely. Employment in radio, TV, and miscellaneous 
stores was up 30.8 percent, lor example, wliile employ- 
ment in sporting goods, toy, and hobby stores rose only 
1,2 pcrccml Employment in liqucM stouts and liousc'holcl 
appliance stores foil during the two-year period Among 
large business-ctominalod retail mcluslrk^s, miscella- 
neous general merchandise slcres inctcMsecI c'mploy- 
menl by 14.7 percent, while employment in variety 
stores and meiTs and boys' clothing stores dcrlincrl,'^ 

The construction industries dominalcrl l)y small luisi- 
nessc's all showed strong giowtli IUisiness(»s in c arpc'ntry 
and flooring, masonry, stonewerk, plastering and t>aml- 
ing; paper hanging and decorating; roohng t\nd sheet 
metalwork, and resictcMiliat building conlraclois all liad 
high ralc^ of cunployrnc'iil growth. Vai lous sevvic e irulus- 
tf ic's also gic'w rapidly. Among small husinc'ss-doniinatcrl 
services, l)usin('ss c omputer and data firot c'ssrng scm vie c‘s 
showed almost 1 l-pcvccmt eniploymc'iil growth. l^Mscjn- 
nel supply scMvrces, a large' l)iisrness-{|onijnat(’d scmvko 
iiKlusliy, grew moie than SO pcMcent during the two-year 
period, Ollier business sc'ivicc's, inclirding scmvicc's to 
liuitdings, accoLintingand bookkec'pmg and mailing, ii‘- 


'‘S('C'A(i|}(‘f)(lix liil)k‘sAI JO.iikIAI 27 lor t)i<*<nclusiiy<k'iin( support- 
inr; ihis tinalysis 
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a/ic/ farn/rt^s, January 1 984 and unpublished October 1 984 data to be pnnted in the December 1 984 edition of fmp/oymeotand Warnings, Table B-2. In this 
table, small business-dominated industries contain a minimum of 60 percent of tbeir employment or sales rn firms with fewer than 500 employees The 
distribution of employment by firm 5i2:e class is from the Small Business Data Base of the Office of Advocacy, U S Small Business Administration 



lob Genet, Won: 
I97h-1984 


productron, and stonogtapi jn> srivfces also showed high 
job growth rates 

Employnaent growth rn 1 \ and \ 984 was exceptional- 
ly strong, not only in small business but also in the overall 
economy The 7.3-percent incrcMso in total nonagricul- 
lural employment repiesenls an impressive achieve- 
ment. To understand tlie dimensions of (hat 
accomplishment, however, cMupioymcnl growth in 1903 
and 1984 should he ccjmpared to earlier two-year 
periods 

The U S. Establishment Longitudinal Microdala File 
(USELM) provides an employment data base covering the 
years 1976 through 19827' This data base contains infor- 
mation on employment and employment change?, and on 
establishments and establishment change fof the entire 
nonagricultural economy. The USELM data were devel- 
oped primarily from information provided by D&13 cov- 
ering businesses in the U.S. economy in 1976, 1978, 
1980, and 1982 Each annual data file provides a cross- 
sectional view of the economy at a particular time. 

Approximately five million establishments and four 
million enterprises are found in each annual file/* Table 
1 .9 shows the percentage c hange m employment by em- 
ployment size of enterprise for various two-, four-, and 
six-year periods fiom 1976 to 1982. The top row ot the 
table specifies the clislnbution of ernployrncMit by em- 
ptoymonl size class at the end of 1976. One srgnilicanl 
fincling is that small businesses pro<luce a moro-than- 
proportionalo share of net nc'w jobs relative to the small 
business shaie of total employment. Small (irms wilh 
fewer than 100 employees represented 17.4 perrtMK of 
total employment in 1976, and generated 52,6 percent 
of net employment growth from 1976 to 1982. Employ- 
ment growth in firms with fewer than 100 employees 
exceeded (hat sc'gmenl's job share in ('very period exce|)l 
1978- 1980.'*' The same corn lusion is valid when a small 

^ ibid, 

^Ter cl (lc'S( jf[)linn oi the US( LM fij(* cind d cornpcirison wrlh ll hmsuIut 
U nil(‘{l Sl.iios Lsldblishmonl and I n((*rpris(* Mi( niclala file' (USI I M) 
sen A()pcMi(lix ( of rjiis K'poit, I ho StWo of SnutU or 

Aprn'fulix ( of Jhc ShUool S/na/Z/fi/s/ness /\ Rcjktft oi tho l^rosulvni 
(Wcishinglon, [) ( OS CjOV(‘rnrnenl JYiivlinii Of jfiti', Mart h etlM); 
hor(Mf(oi, Iho Suto ()f (hisinc'^s, 

*hlu' )ii(‘ is usually dated l)e(ejnh(»r M of eadi v(*ar, Dun and lUad- 
stieel fil(»s aio updated on a daily basis, reflet ling i bangi's fef)orli‘<l lo 
llie Dun and IJradslreel fu'ld offu c»s 

!%() period appears lo lie an aherialion larlier w<»rk by 
Ollier r(‘seaK H its induding David birth and Susan Mt( rat ken of 
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5nicill Business 
and Ihc Dynamics 
of Change 


busine^is js detinue! as an iruirpcncieni onterpffso will^ 
fewer than 500 umplnyees 

Firms in the 1-1 9 ernplovee c.olunin, reprosoiUing^IO,'^ 
percent of jobs, produced Ui, 5 pen enl or the jobs gener" 
ated between t97b and I 982, and 2 12 () peiceiU of 
jobs created between 1980 and 1982 llu' 1980-198^ 
results appear startling, but they can bc^ [)ut into conlu;^^ 
by examining the lolal drstribulion of cMiiployrne^nt gain'’ 
during those years. The next-to-fasl row rn tlie table ctW" 
ers employment changes tiom 1980 to 1982. Total enr 
ployment growth was only al)out 1 . 1 percent during tht' 
period In round terms, this amounts to approximately J 
million now jobs genciateci during the recession years ol 
1981 and 1982 " 

All ot the size classes above the (-19 employee cate 
gory show net clocicascs fn jobs generated during ihe 
recession. Largo fiims with more than 500 employcH'^ 
lost approximately 900,000 jobs (equivalent to 9 1 4 per 
cent of the net job gam in llio first culiimn). Firms in the 
100-499 employee size category also lost a significant 
number of jobs,’*^ and thcie was a sniallor loss in tlie 20*' 
99 employee size class. The 232,6-pcrcent increase in 
the O-l 9 employee size category was offset by a cumula" 
live 132.(>percent loss in the laigcr size grou|)s. 


A major l)y-()roduct of the Small Ousinoss Uata Base 
(SBD8) job gcneiaticm analysis is a data base consisting 
of changes in the number and si/e ol establishments 
operating in the American economy. Because the SB 1)8 
analysis uses niicr^odaUp i.e., data on individual estal)- 
lishmenls, changes in eslablisluiHMils and lh(?it em))loy- 


M) t , «in(lMi( hciel toil/ and Assot tales of llu' LrtifV(»rsilY ot C atilornra, 
Meikeley ( onJirms ihc gc‘n<’ral |jaUi*rn of tnore-tliafi-proportioniili^ foh 
giowlh in smalt f>usi nesses See flu* S/.i/(»o/ Sn?,?// 8(/s;/}r'ss A Rrfuuf 
oi (he /Ves/den/ (Wasliington, DC . ti S (fOVCTiinuMit f*nnlin|> OF 
fic (s Man h inti 9, ('ha|>i(*f 1, p|) M - ZO 
"lh(‘ 1 )-|)eK(‘nl ffur(MS(* in employriK'nl shoufd he (oninared Ui 
l^JHZ IW, wlien einjiloynieJil intre.ised 7 \ |i{‘r(eiU, aiirl P)7(j 
l*)7tl, when (‘mplovnicni iiu r<Mse(l B S perctvil 
*‘'See Aj)|)('n<ijx At lor lln* nmnliers e(|urviilenl Icj tfie pefcenl 
(lianges in tal>le 1 ‘r I luwiunilH’rs ditfei slighlty tioin ihc^se puh 
lislK‘(hn lid>l(' I I I of Ihv S(i}U* fh'^inosy /W/, p Ju the 
eafirej results wercMl(*rive<t from llu> IJfTiled Slates j stahltslinienl arul 
I nU'tpnse Mk rodiUa I il(' (OSl I M), tlu‘ (lu^c tirsor lile to llie United 
Slates [ slahlishrnent I ongiludinal Mu iocl«il<h I itn (US| I MJ Ihe 
ItSl I M file was used to prodiK v (lu‘ siinirnary m‘sibIIs shown m lalil*' 
1 M l)iff{'ienc es tn al^soluU* iiuinhers refled diflt'reiues in rnc^lltod 
ology inlrochiced in the USItM fd<‘ 



Dimensions of 
Change 


merit levels can be readily tracked. The SBDB also 
contains information on ownership linkages between in- 
dividual establishments and multi-establishment enter- 
prises, making it possible to organize information about 
changes in establishments according to the employment 
size of the owning enterprises. 

Job generation analyses have now been carried out for 
the 1976 — 1 982 period, and for two- and tour-year per- 
iods between 1 976 and 1 982 Each job generation analy- 
sis, whether covering a two-, four-, or six-year period, 
produces a set ot establishment change tables that track 
gross flow changes in business establishments 

Most data on establishment change in the economy are 
presented in terms of net change The Internal Revenue 
Service, for example, reports that the net increase in the 
number of business returns filed is equal to some positive 
number in each year. The data developed through the 
SBDB job generation analyses track flows into and out of 
the existing pool of establishments. The net change in the 
number of establishments for any period is determined 
by noting the number of establishments operating at a 
point in time, adding the number of births of new estab- 
lishments, and subtracting the number of establishments 
that cease business activity. 

The data presented in this section suggest that the di- 
mensions of change in the American economy, i.e., the 
gross flows of establishment births and deaths and em- 
ployment expansions and contractions over any period, 
produce a much more active and dynamic economy than 
normally described. Attention to the relatively large size 
of the gross flows may provide some insight on appropri- 
ate public policy in support of small business 

The net change in the number of establishments with 
employees is relatively small (Table 1.10). The slightly 
larger increase shown in 1980-1982 is consistent with 
behavior in other recessions. As the unemployment rate 
increases, and relatively more people are out of work, 
the number of business startups increases. 

The small net change masks the much larger dimen- 
sions of the gross flows of births and deaths of establish- 
ments which produce the change. Births and deaths of 
establishments are shown relative to the number of estab- 
lishments in business throughout each period in Table 
1 . 11 .” 


”Dala presented here are for establishments and not the owning enter- 
prises For small enterprises with fewer than 20 employees, the terms 
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The ^ross How o/ biitfis .uiil Wi .ulis i*. iihjiIi liirji;(*t than 
the net change The nunitjer <4 diMChs in an\ pvi lod );tves 
ample evfdence of tiic* iiskiru'ss iisso* iato<l Jth imsiness 
\/e^ture^ 

The numl)e; ol Ixisiness hirltis inllnoiK oti Ijy lliu tii 
alion<> in tJie economy, both positive and i}e^galiv(‘, In 
cYeases in the lale ot giowlli ot (iN(\ire asscM uiled with 
increases in (he nuritbet ot l)Ljsnu'ss slarlu/)s An in< 
rri (he unemployment r tiU* may also be iissoc laled with an 
increase in business sl.iriups IU'( aosi' trncMnployed iiuli 
viduals have no wage’s togivt* up, tho\f i om oI slaiiing a 
business is lower lli^m tlie ( osl lo an individual who nuisi 
give up other work on a volunlaiy basts. 

Business startups anti c losua’s may also oc c ur m usu - 
(ton lo longer-terni changes in fii<‘ Mali’ ol (he world. A 
shift in consumei tastes oi pi('j<'r<»n( (‘s, toi <^amJ>lt^ will 
create a demand for now or inijriovc^d goo<ls oi sot vrt es 
which may be met l)y (»Msting (inns or l)y fU‘vv, piunartly 
small l>usinosses. Teclmologu al chang(> may also [»e( i- 
pitnlo new businesses, eilliK’r iWnn tly oi rndiuM dy iho 
development of microchips and mu lo-conijuilr^fs, lor 
example, provided of)pc>rtunili<'s tor small biisinesst's as 
computer rnanulactuiers, assotnl)l<Ms, software dovolop- 
ers, distributors, maintenatu o and f(‘paij t^niinu t«ins, 
and consultants. 

Whore demand foi tlu* oulpiti o( a f)iUji< ulai indttsiiy is 
vatiabfe, exf)ansion oi (ondaclfon ol ontjiut by eMslrng 
firms may (x’ sullic lent to ,u c onimod.ite all nt iho { iiany.i’ 
needed lomeoUi shift tn dc’in^iiui. I be palletns ol osiab 
lishmeni expansion and < ontrac (ton r onliini Iho e*\ltMtl o( 
(he dynamic changes occuning in ilu^ etonomv: llio 
longer the period, lh<‘ l('vv<‘r ilie (‘slablishments slmwing 
constant employmetit (lai)le IJJ) 

Demand llucluations <mic oimNnod in a hiisiness t ytlo, 
and demand sfnits resulting liom innovations or t liatiges 
in consumer task's and prcHeieru c's, are rnei hy a t onihn 
natron of births, dc'alhs, c^xpansions, an<Icontta< Irons ot 
businesses. Change rs c loaijy the notru lot tlu* typical 
establishment in the AmcMicati <*con!<)niy ()(»(^ tho 
leni of change vary by si/e oi tiimf liie pmportions ol 
bntns, deaths, conlrac Irons, anti t‘\f>ansion', atv renuuk 


onUv|)r^^(• .ind esUihlis/unisn uMi.illy n-irr \a ifit- si i »■ ,j 

srnidoa’slcihf.shfncinl rntc’mrlM. [hr rfleM (. on a to. at « ormnuaiiy nl 
a iHfsrnoss hitdi oi diMtli ai«‘ wlic»lh<'i thr Jinn is an r-aahiish 
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Table 1.10 Number of EMbhshmenls tn All fnc/ustiio>> in the USELM Eife 



Number of 
Establishments 

Two- Yea/ Change 

Pei( enl 

C huugo 

1976 

4,280,809 

— 

— 

1978 

4,416,874 

1 16,06 

i 1 

1980 

4,552,673 

135,719 

1 1 

1982 

4,723,710 

171,045 

1 8 


Source U S Small Business Ad mini strnt ion, OKiceol Advocacy, Small Business D.ila Base, 
unpublished data 


Table 1 .1 1 Establishment Bntbs, Deaths, and Survivors tor Selected Time Penods 


Establishments 


Initial 

Population 

Deaths 

Surviving 

Uirths 

final 

f^jpulation 

1976-1978 

1978-1980 

1980-1982 

1976-1982 

4,280,809 

4,416,874 

4,552,673 

4,280,809 

-702,494 

-390,255 

-514,984 

-1,269,142 

3,57fi,315 
4,026,61 'J 
4,037,689 
3,011,667 

8)8.559 

526,054 

686,029 

1,712,051 

4,416,874 
4,552,673 
4,72 1,718 
4,721,718 


Note- The sum of the births (deaths) over the two-year periods does not equid the nuniher ot 
births (deaths) shown for the six-year period from 1976 to 19B2 An establishment born in 
1 977, for example, would be counted as a birth m the 1976-1 978 period If the esialdisJmienl 
died in 1979, it would not be listed as a birth in the 1976-1982 calculation (It would show as a 
death mthe 1978-1980 period ) The 1976-1 982 births represent establishments not in the file 
in 1976, but in the file in 1 902 Deaths for 1 976-1 982 represent esiahhshnienlb in the file in 
1976, but not in the file in 1982. 

Source U.S. Small Business Administration, Oltice of Advocacy, Small Business Data Base, 
unpublished data 


Table 1.12 Number of Establishments Which Suivivcd tor Difleiinf^ Penod'^ of 
Time Categorized by Type ot Employment Change for Each Establishment 

Number of Establisliments With 


Establishments Surviving Expanding Contracting Constant 

Through Period Cmploynienl Employment Employment 


1976-1978 

Percent 

3,578,315 

936,(375 

26 2 

553,972 

15 5 

2,088,268 

58 4 

1976-1980 

Percent 

3,305,144 

1,141,102 

34 5 

730,601 

22 1 

1,411,4 19 
414 

1976-1 982 
Percent 

3,011,666 

1,217,554 

40 4 

81 1,583 

26.9 

982,529 

12 6 


Note: Percent detail does not add to 100 because of rounding 

Source: U.5 Small Business Administration, Office of Advocacy, Small Business Data Base, 
unpublished data. 
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Table 1,13 Number of b<*Lihii^hmoiU^ h\ IjopUnmont S//t* of f imr Muf C\itr^o- 
tizecl b> l\f)C of Empk}\mcnt Chiin^o fat LsUihhshfvrnh I in i>f Horn 

Between 1976 cVkI f9BJ 


Lmploymenf 
Si/o of Cirm 


LsMhlishnic^nts, 19/0 

-1982 


With 

LxpnfKling 

1 mpf<)vnK'f)t 

With 

Contr.K Irn^ 
Lmj)loyment 

Wrtfi 

CoiiMirnt 

Lmplrjynrenl 

lloin 

Durinjii 

(976-1982 

I Oltll 

Lst<rl>hihnu‘nts 

1 982 

Totjl 

I.ZI7,SS4 

81 l,S«l 

982.529 

1,^12.052 

4.72 1,718 

Porconl 

ZS « 

17 i 

20 8 

16 2 


0-19 

9Z9X)0« 

S9i, 117 

808,107 

1.295.751 

1,625, 181 

Percent 

2S () 

16 1 

22 1 

15 7 



1SC6S9 

I 10,4 7‘1 

89,045 

171, 116 

544.4914 

Percent 

ill i 

i4 0 

16 4 

11 5 


1 00-499 

S4,4f>i 

19,066 

12.861 

86,J9(i 

212,785 

Percent 

iS (> 

18 4 

15 4 

40 6 


SOO 1- 

«0,4iS 

49,726 

51,116 

158.589 

141,056 

Percent 

il 0 

14 6 

15 6 

46 5 



Source U S Small business Ad m mist ration, Office of Advocac>, Small Business Data Base, 
unpublished data 


ably consistent across size class ol enterprise (Table 
M3), 

Relatively more establishments owned by the smallest 
enterprises (tower than 20 employees) show constant 
employment, and relatively fewer show contracting em- 
ployment. Establishments owned by the largest enter- 
prises (more than 500 employees) appear lo exhibit 
contracting employment or constant employment less 
frequently than estal)lisliments owned by cntoipriscs in 
other si^e classes. Differences between enterprise size 
classes in establishment birth rates appear to be signili- 
cant. Constant-employment establishments aie relatively 
inficquenl no matter what size establishment is being 
considered. 

The major differences between size classes m the pat- 
terns ol change may run against intuitive expectations. 
Laigei enterprises with more than 1 00 employees show a 
greater proportion of establishment births than smaller 
enterprises (Table 1.14). Most births ol establishments in 
small enlerpiibos with fewer than 100 employees repio- 
scMil new single-establishment enterprise startups, l.c., 
actual new business births; most establishment births in 
large enterprises represent additions to already existing 
enterprises, with very few new enterprise slarlups. 

Conclusion American business is in a state of constant change. The 

birth, death; growth, oi contraction of a business may 
reflect primarily internal factor’s, such as the manage- 
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Table 1.14 New Independent and At ft hated Establishment 
Startups by Employment Size of Finn, 19/6-1982 (Percent at 
1976 Population) 


Establishment 

Type 


employment Size ot rtrm 


Total 

<20 

20-99 

100-499 

500 f- 

Independent 

36 6 

J7 9 

23 9 

IS 1 

6 9 

Alfiliated 

51 4 

51 1 

45 3 

55 7 

54 7 


Source: U S Small Business Administration, Office of Advocacy, Small 
Business Data Base, unpublished data 


ment capability of the entrepreneur. However, the be- 
havior of the business also may be strongly influenced by 
factors outside the firm, such as the levels of demand for 
products or services produced or the degree to which 
demand shifts in some relatively unpredictable fashion. 

The Office of Advocacy of the Small Business Adminis- 
tration IS currently sponsoring several studies, which ex- 
amine how small businesses confront and adapt to the 
changing conditions in the marketplace. These studies 
may significantly improve the ability to evaluate the rote 
small businesses play in economic change and the effect 
specific federal policies have on smalt businesses. 

The appendix to this chapter provides summary tables 
and several examples of how to use both job generation 
data and establishment change data to analyze the dyna- 
mics of growth by geographic region or by major 
industry. 


Appendix 
The SBDB: A 
Tool 

for Economic 
Analysis 


The USELM file of the Small Business Data Base (SBDB) 
provides longitudinal data useful for many types of eco- 
nomic analyses of particular industries, geographic 
areas, or business size category.^ Several examples of 
such analyses follow. 


capability of the recently completed 
USELM file allows for many useful types of job-change 
analysis. For example, Table A 1 .15 shows the percent- 
age cnan;^ in job generation by major industry for select- 
0 periods between 1976 and 1982. The service 
the finance, insurance, and real es- 
's heavily represented by small businesses 
showed strong growth between 1976 and 1982. 
tiring IS six-year period, the mining sector also exhib- 

of ihe Small Businew 

uaia base and its uses. 
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Table A1 . 1 5 Employment Growth h\ fndusii v 
{Percent} 

/ h\ r^ii >f) t' 1 

't ' r 

1 li‘ff t rrm * f\ 'rn '< /s 

Jne/ustrv Division 

1976-I<JgJ 



I'iM'i [0<!i) lUHj 

All Industries 

T'>.(3 

«.'5 

> 

4 LI 

Agriculture, forest iv & hshmg 

A 9 

4 i 


{ \ 

Mining 

\7 ij 

1 } 1 

<1 

11 10 g 

Construction 

7 9 


J 

n -- 1 1 

Miiiuilacturing 

r ra nsp( )r la t ion , Con 1 nui n K a t lOH'* 

S ) 

b s 

Tj 

0 ‘ S H 

& Utilities 

\ ^ 0 

^ A 

0 

b u 

Wbolesafe fiade 

n 1 

« 9 


2 S 

Retail Trade 

r> 6 

H \ 


J 1 (> 

finance. Insurance ^ Real L stale 

19 J 

7 0 


It r ^ 

Services 

29 J 

12 A 

7 

A 7 i) 


.Source U S Business Aclniintsiralion, Oflite o/ Atlvotai v, S/imII (kisfiiesv f),ua Ikisi*, 

unpul)ljshetl dala 


itocl very biroiif’ oniploynionl growth; howcvoi, this bce- 
loi IS small compaieci to olhei majoi incktstiies (Tal)lo 
A I 15). Inciusirios liaclilionally (onsiclercci .small busi- 
ness industries, suc h as conslniclfon and the wholesale 
and letail liades, showed cliflereni tales cjf grciwlh, 
Specilically, the growth in the trade inciusirios is in the 
middle of the dislnhution; growth m the constiuclion 
industry (K cuts towaicl ihelowei endol ilie growth range 
ovei the six-year period. 

Emplaymonl Table Al.lt) diamalic ally cic'monstialcs that lirnis with 

Clwngo hv l('wc*i lhan 2t) c'mplovees had Ihe highest employment 

ol Firm giowlh lales A companson of the hist and last columns 

oflhe table shows that Ihe lale ol em[)loymenl giowlli in 
(iinis with fewc'i lhan 20 (*mployei*s m c’ac h industry 
bc'lween I ‘>76 and \9ll2 geneiaify exceeded the gunvth 
latetorlhec'iiliie industry, excepi m rcMail trade I niploy- 
meiit giowlh in small Inmswilh lewei than 2()c'mploye<*s 
cleaily lags lh(> lolal growth foi ihe indtislry Ihe majoi 
conitibulion to giowlh in Ihe ic‘lail industry oc c uirt'd in 
c'liK'ipiisc's with 500 or moic* c'lnployec's. 

Iht' small biisiness-domin.iled c oiisiruc tion industry 
and Ihe ague iilkiie, foic'sliy, and (ishing indiistrii's shrrw 
dc*c lining employmeni in rirms with more lhan 20 em- 
ployees, ()vc*i Ihe six-ycMi peiiod, employnxMil in- 
creased lot all si/(> calegoric's within all other iikIusIik's. 
IMlterns In (•mploymeni growth at loss various sr/e eale- 
goric's wilhin an mdusliy vary fiom indiistiy to industry. 
Tor c'xamplc*, in Iht'ielail tiaclc*; tin.ince, insiuanc c*, and 
leal eslait', and seiviee scxiois, employmeni giowth in 
c'nU’iprises with 500 oi mote cvnpfoyees extends em- 
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Table A1.16 Percent Cbanse in Job Generation by Indintiy Division and Lmploy- 
ment Size of Firm, } 976-1 982 


Industry Division 

<20 

20-99 

Employment Size ot I'lfni 

100-499 soot- 

T<jlri[ 

All Industries 

29.3 

13.1 

10.7 

12.2 

15.6 

Agriculture, Forestry 

21 8 

~7 7 

- 10 9 

- M » 

4.9 

& Fishing 

Mining 

72 1 

52 3 

59 2 

24 1 

i7.6 

Conslfucuon 

24.8 

-2 1 

-14 1 

"1 4 

7 9 

Manufacturing 

427 

10 7 

2.1 

1 1 

10 i 

5 ^ 

Transportation, Communications 

33 9 

11 4 

8 0 

13 0 

St Utilities 

Wholesale Trade 

28 9 

02 

12 7 

4 7 

15 2 

Retail Trade 

9 5 

10 7 

20 4 

24 6 

15 (> 

Finance, Insurance & Real Estate 

46 6 

14.3 

7 6 

13 9 

19 1 

Services 

52 6 

26 2 

19 6 

26 2 

29. i 


Source U S Small Business Administration, Office of Advocacy, Small Business Data Base, 
unpublished data 


Table A1 .1 7 Percent of Total and Growth of Manufacturing Employment Attn but- 
able to Bach Size Category by Employment Size of Fiim, Selected Time Pciiods 


Employment S| 2 g of firm 



Total 

1-19 

20-99 < 100 

100-499 

< soo 

500 4* 

Percent of Employment by Size 
Category, 1976 

100 

70 

12 7 

19 7 

14.7 

}4 4 

65 (> 

Percent of Employment Growth 
Contributed by Size Category 
1976-1982 

100 

56.0 

25 4 

81.4 

5 7 

87.1 

12.9 

1976-1980 

100 

20 6 

13.7 

34.3 

9 8 

44 1 

55.9 

1976-1978 

100 

26.8 

175 

44 3 

13.2 

57 5 

42.5 


Source U S Small Business Administration, Office of Advocacy, Small Business Data Base, 
unpublished data 


ployment growth in the 100-499 employee size cate- 
gory. In the manufacturing and wholesale trade sccTors, 
the results are reversed. 


Employment 
Changes in 
Atanufaclunng 


Smaller businesses are a dynamic force in the American 
manufacturing sector. The first row of Tab le A 1 . 1 7 shows 
the percentage distribution of employment within manu- 
factunng by size class of enterprise. The next three rows 
ot me table present employment change within different 
size classes for different time periods, providing a basis 
lor comparing the change in employment with the lolal 
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Chari 1.5 job Generation by Census Return, tRercenU 



omploymenl in ihc size category. For cxaniple, from 
1976 to 1982, 56 percent of the lolal employment 
growth in manufacturing came from businesses wfth few- 
er than 20 employees, which represented only 7 percent 
of manufacturing c'mploymcnt. Manufacturers with few- 
er than 100 employees roprosentecl 19 7 j^ercent of total 
manufacturing employment in 1976, but accounted for 
81.4 percent of total manufacluringeriiploymcnt growth. 

Employment The dimensions of change differ significantly by region 
Changes by and by size class. Employment change in die economy 
Region and State can be aggregated within the SBDI3 by geographic aiea; 

industry, or sub-industry. Table A1 18 shows the 
changes by size class of business and Census region from 
1976 to 1982. Total employment change by region, as 
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Table At .18 job Generation by Cen**us Region and Employment bue ot Firm, 

1 976- 1 982 (Percent) 

Employment Size ol Firm 


Region 

Tol.ll 

0-19 

20-99 

<100 

100-499 

<-^00 

500 + 

U.S. Total 

15.6 

29.3 

13.1 

22.0 

10.7 

18.9 

12.2 

New England 

12 7 

25 5 

7 6 

170 

6 2 

n 8 

11 5 

Middle Atlantic 

43 

199 

2 5 

11 9 

- 0.8 

i] } 

0 0 

East North CeniraJ 

6 S 

174 

4 6 

11 4 

4 3 

9 4 

3 9 

West North Central 

15.6 

18.8 

10 4 

15 3 

n 5 

N 3 

17 2 

South Atlantic 

17 6 

33.8 

16.1 

25 7 

12 8 

22 0 

12.8 

East South Central 

11 3 

17 3 

9 7 

14 0 

9 7 

12 8 

9 8 

West South Central 

34 6 

44.8 

32 9 

39 5 

25 3 

35 7 

33.4 

Mountain 

38 9 

47 5 

30 1 

40 4 

J 5 8 

19 3 

38 4 

Pacific 

26 4 

48 4 

22 5 

36 6 

21 0 

32 6 

19.4 


^^ote: Regional changes for 1976-1 978, 1978-1980, and 1 980-1 982 can be found in Appen- 
dix Table A1 22 


New England 

Middle Atlantic 
East North Central 
West North Central 

South Atlantic 

East South Central 
West South Central 
Mountain 

Pacific 


Maine, New Hampshire, Vermont, Massachusetts, Rhode blanid, 
Connecticut 

New York, New Jersey, Pennsylvania 

Ohioy Indiana, Illinois, Michigan, Wisconsin 

Minnesota, Iowa, Missouri, North Dakota, South Dakota, Nebraska, 

Kansas 

Delaware, Maryland, District of Columbia, Virginia, West Virginia, 
North Carolina, South Carolina, Georgia, Florida 
Kentucky, Alabama, Tennessee, Mississippi 
Arkansas, Texas, Oklahoma, Louisiana 

Montana, Idaho, Colorado, New Mexico, Arizona, Ulafi, Nevada, 
Wyoming 

Washington, Oregon, California, Hawaii, Alaska 


Source U.S. Small Business Administration, Office of Advocacy, Small Business Data Base, 
unpublished data- 


shown in the first column, exhibits a wide growth vari- 
ance over the six-year period: from 4 3 percent in the 
Middle Atlantic states to 38.9 percent in the Mountain 
slates. The three western regions of the country exhibited 
higher employment growth rates during the entire peri- 
od. Growth was slowest in the Middle Atlantic and the 
East North Central states and was average in all other 
regions (Chart 1.5). In small enterprises with fewer than 
20 employees, employment growth usually exceeds that 
in all other size categories, Table A1 . 1 8 also shows that 
employment change over the six-year period is positive 
in every region and size category, with the exception of 
employment in firms with 100 to 499 employees in the 
Middle Atlantic region. Employment in this category de- 
clined by only .8 percent from 1976 to 1982. 
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Information 
Tables from the 
SBD8 and Other 
Sources 


Employment change by slate can be examined lor sev- 
eral periods using the SBDB For example, Table A1 19 
shows the five fastest and slowest growing states from 
1 976 through 1 982. Growth rates for the three two-year 
periods from 1976 to 1982 are also shown for the ten 
states The two-year data portray whether change is uni- 
form over time. New York State, for example, which was 
the second slowest growing state between 1976 and 
1982, the slowest between 1976 and 1978, and the sec- 
ond slowest between 1978 and 1980, rebounded to 
nineteenth position between 1980 and 1982. Similarly, 
Delaware was among the slowest growing states in the 
six-year period and then jumped to the twentieth position 
for the 1 980-1 982 period. A full examination ot the em- 
ployment change data by state for each of the two-year 
periods should convince most analysts that it is difficult 
to draw any broad conclusions about employment 
growth rates over longer periods.'* 

Small business' capacity to create jobs appears to cross 
all industry lines and geographic boundaries. Using 
SBDB figures to analyze changes in the employment dis- 
tribution by industry and geographic area is just one 
example of the data base's usefulness. Tables in the fol- 
lowing section provide additional informatton to exam- 
ine in greater depth the role that small businesses play in 
job generation in the American economy. 


The SBA's Office of Advocacy has a wide variety of avail- 
able data for economic research. The USELM file data 
have been tabulated by size of firm for different geo- 
graphic categories. Available geographic tabulations in- 
clude state, SBA region, census region, and selected 
Metropolitan Statistical Area categories. Industrial analy- 
sis can be conducted using four-digit Standard Industrial 
Code (SIC) designations at the U.S. level. Also, two-digit 
SIC classification data are available at various regional 
ai>d state levels. These aggregated USELM microdata 
provide the basis for extensive analysis of employment 
establishment change between 1976 and 1982, 
The basic table of establishment counts and absolute 
employment levels for major industry divisions wilhin 
each state are found in Appendix Table A1.20, which 

rVv ^ describes establishment and employment 

Changes between 1976 and 1982, particularly percent- 
8 c anges m establishment startups and expansions, 


‘he Small Business Data Base for employ- 
to 1%2 •"“-year periods, such as 1 976 to 1 980 or 1 978 
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Table A1.20 Number of Establishments and Establishment Employment By State and Industry Division. 1976, 19v8, 1980, 19 
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Table A1.20 Number of Establishments and Establishment Employment By State and Industry Division, 1976, 1978 1980 1982- 
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Manufacturing 715 16,601 831 22,063 907 27,899 909 25,385 

Transportation 498 22,067 530 25,571 584 28,375 613 29,821 

Wholesale Trade 1,057 9,604 1,235 11,502 1,329 13,571 1,401 14,077 

Retail Trade 4,103 38,363 4,578 48,274 4,842 54,653 4,978 61,072 
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Table A1.20 Number of Establishments and Establishment Employment By State and Industry Division 1976 1978 1980 795^- 
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Table A 1.20 Number of Establishments and Establishment Employment By State and Industry DMsion, 1976, 1976, 1980, 198 
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Wholesale Trade 34,241 345,535 36,927 404,033 38,888 455,895 42,757 494,344 
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Table A1.21 Changes in EstMishmonI Lmploynu'nt in Agrh iilliin'. I nnMi y, ,in({ 
Fishing in the U.S by Employment Si/e of him 

r.mploynt('nl Si/t> ol t iriii 



Total 

‘ 20 

20 90 

100 499 

500 i 

Base Year 

1976 

864,91 n 

412,014 

197,951 

1 1 2,1 15 

1 !.',(. I'l 

1978 

002,144 

424,76') 

205,745 

12 1,(1 17 

I*l//I97 

1980 

877,868 

420,092 

181, 114 

124,400 

(5 M()2 

1982 

Startups* 

907,420 

501,702 

182,740 

Pl'tlOOl 

I()0.1(I7 

12 2, a?) 

1976-1978 

9,6 

9.7 

6 H 

9 1 

1 121 

1978-1980 

6 0 

5*1 

4 2 

') 1 

1) 1 

1980-1982 

7 3 

7.0 

5 8 

7 n 

9 4 

1976^1982 

21 8 

21 7 

17.5 

22.7 

2/ 7 

Closures 

1976-1970 

8,0 

8,5 

6 6 

7.2 

8,7 

1978-1980 

5.7 

44 

4.6 

4.2 

[2.0 

1 980-1982 

9,2 

5 3 

9.2 

10 1 

19 4 

19 76-1982 

18.9 

16.2 

U1 f 

20 4 

2(i.*l 


Expansions 



1976-1978 

159 

19.4 

1 978-1980 

10.5 

11 0 

1980-1982 

15 1 

20.9 

1976-1982 

23.4 

30 7 

Shrinkages 



1976-1978 

n.3 

7.5 

19 78-1980 

13,6 

10)2 

1980-1982 

98 

6 4 

1 976-1982 

21 5 

14 4 


l-!2 U.H I Ml 

fin 7.-J M7 

It) 7 0.2 0 0 

1B(> M.il 10 !l 

MO I<I2 .>)■) 

I‘)2 Iflft )tJ ') 

10 7 |.| a |.| 

in (i .’H.o 1(1 ') 


Mel Changes** 

1976-1978 
1 978-1980 
1980-1982 
1 976-1982 


*9^ TpeSn™ 'lie start of the per.od, ttio Martup i.iU. Ts ..pc, .li.Vj as 




S6 



rablo A1,21 Changes in the Numbei at F^tabh^hnionh in ^gnailluio, rnrontry, 
and Fishing in the US. by Employment Size ui Firm 

Lm ploy men! ot Finn 



Total 

<20 

20-99 

100-199 

500 t 

Base Year 






1976 

101,653 

90,834 

7,564 

1,602 

1,653 

1978 

103,300 

91,901 

7,724 

1,069 

1,000 

1 9Ha 

105,36 5 

94,550 

7,090 

1,902 

1,005 

19B2 

Startups'* 

108,900 

97,907 

7,572 

Percent 

1,007 

1,614 

1 976-1 97B 

12 0 

11,9 

7 9 

18 0 

28 6 

1970-1900 

7 0 

6 9 

6 2 

8.1 

14 0 

1900-1 902 

9 3 

9 2 

7 7 

1 5 9 

12 9 

1976-1902 

25 9 

25.0 

21 1 

39 7 

40 5 

Closures 

1976-1970 

104 

10 4 

0 0 

10,9 

17 1 

1970-1900 

5,0 

4 0 

5.4 

6.0 

13.0 

1900-1982 

5,9 

5 1 

10 4 

13.9 

22.7 

1976-1902 

10.7 

10.0 

21.0 

26,9 

42.9 

Expansions 

1 976-1 97B 

102 

18 3 

16 2 

115 7 

19 0 

1970-1900 

13.0 

1 5 9 

12.5 

12 2 

1 5 6 

1900-1982 

17,9 

10.2 

15 0 

15.2 

15.7 

1976-1982 

20.1 

20.9 

20 9 

24,0 

20.6 

Shrinkages 

iy76-i97a 

12 1 

11 1 

22.5 

10.6 

12.6 

Iy78-I9ft0 

15 5 

14 7 

25.9 

17.3 

7.8 

1900-1982 

1 1 4 

10.7 

19.0 

16.0 

13 0 

1976-1982 

22.0 

20.7 

36.4 

27.0 

17.5 

Net Changes’** 

1976-1970 

1 6 

1 6 

*0.0 

7 1 

11.4 

1970-1900 

2.0 

2.1 

0.7 

2 1 

1.0 

1900-1902 

3 4 

4.1 

-2 7 

0.0 

-9.8 

1976-1902 

7 1 

7.0 

0 1 

12.7 

-2.4 


*\i there were no such establish men is at (he stall ot (lie periocb the startup rale is specified as 
999 9 percent 

**A(jding net thango to the base figure yields end year Mguresonly in the ''All Lslabiishments — 
TotaC' column due to reclasslticaliijn of eslablishments across firm employment and tyj)(j 
categories in the next base year 
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Table AI42I Chtinf^o^ in /s/j/W/sb/MrnZ I niplaynn^nl in fn 

Employment Si/c of f irm 

I fn[il()vnu'r»l Si/c 4)1 ( trni 




‘ 2t) 

20 99 

1(1(1 -I't'i 

'lOO 1 

Base Year 

1976 

967/188 

11 '5,808 

1 1(l,(.8<) 

1(18, 1 1() 

lil/.re)) 

1978 

1,091,996 

126/»60 

I'iO, I'M 

1 

ti81.98 ' 

1980 

1,200,91 1 

1 U),68f) 

1 '■.8,6 1 1 

1/0,029 

/41/)6 1 

1982 

Startups* 


I99,28'> 

198,912 

Oeuenl 

i7,',-r.(i 

/(»0, 18fi 

1976-1978 

IS 7 

24 1 

17.7 

16 4 

1 1 

1978-1980 

12 1 

18 1 

14. 'i 

12 9 

10 fi 

1980-1982 

17 

12 9 

24 4 

19 4 

12 8 

1976^1982 

40 6 

68.0 

61 7 

72 1 

1/ ti 

Closures 

1976-1978 

10.9 

I'i.l 

1 1.7 

7 9 

1(1 4 

1978-1980 

8 7 

10.6 

9.8 

7.0 

8 4 

1980-1982 

14 0 

12 6 

14.4 

r).4 

1') 1 

1976-1982 

27 1 

10.1 

28.6 

Mk 1 

2t.. 1 

Expansions 

1976-1978 

20/> 

27 0 

2 1.0 

.'2 4 

18 4 

1978-1980 

n 1 

22.9 

16 ‘1 

14 1 

1 1 U 

1980-1982 

17 7 

11.8 

19.0 

17 0 

14.8 

1976-1982 

12 7 

•16 a 

IS.l 

11 4 

29 i 

Shrinkages 

1976-1978 

12.1 

7.1 

9.7 

10 r» 

1 1 9 

1978-1980 

tl 8 

9.2 

12.1 

10 7 

/' (1 

1900-1982 

9 S 

6 9 

1 f f) 

14.0 

8 ') 

1976-1982 

16.6 

12 4 

18 1 

20 0 

U).') 

Net Changes** 

1976-1978 

1 1 1 

28.4 

19.1 

20 4 

/ li 

1978-1980 

9 8 

21.1 

8 2 

9.') 

8 1 

1980-1982 

UJ 8 

47.2 

17 4 

6.9 

1 9 

1976-1982 

17.6 

72.1 

'>2 1 


24 1 

*lf there were no such establishments at the start of (h(‘ pt^nod, 

llie sUulup rali' 1 

IS spet itied as 


999 9 percent, 

^*Aclclin^ net change to the base figure yields end year liguies only in tin* "All I slahlislirneiils 
Total" column duo to reclassificalum of establishments across firm employment and tvp<' 
categories in tho next hast* yeai 
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Table A1.21 Clhin^e^ in ihc Numbei of fzsUihhshmcnls tn Mining; in tho IJ ^ by 
Enjpluvment Size at Fum 




Lmpk)vnuvU Si/e ol riini 



Tol.il 

<•20 

20-99 

lOU-IV'J 

500 J- 

Base Year 

1976 

16,2SS 

22,880 

5,886 

2,255 

5.214 

1978 

39,089 

21,910 

6,579 

2,81! 

5,749 

1980 

42,^29 


7,371 

1,450 

6, 1 86 

1982 

Startups* 

SO, 061 


8,488 

1 Vi cent 

1,785 

6, 366 

197()-I<J78 

11 8 

24.6 

19 9 

26 8 

21,8 

1978-1980 

19 S 

19 8 

17 a 

20 3 

19 8 

1980-1982 

12 1 

14 7 

30 1 

11 5 

24,1 

1976-1982 

70 2 

68 'i 

71.9 

98 3 

61.6 

Closures 

I97f)-I‘)7)) 

18 0 

16 9 

13 1 

1 1 9 

17 1 

1978-1980 

10 7 

to 7 

to. 1 

« 0 

12 6 

1980-1982 

M 6 

12 6 

14 7 

17 3 

21.2 

1976-1982 

12 2 

11 2 

29 7 

10 4 

40.0 

Expansions 

1976-1978 

24 \ 

22 7 

25 1 

28 4 

26.7 

1 978-1980 

19 S 

20 0 

17 9 

20.2 

19.1 

1980-1982 

21 8 

24 1 

21 6 

24 1 

25.2 

1976-1982 

IKO 

11 1 

29 2 

12 5 

11.1 

Shrinkages 

1976-1978 

12 1 

11 1 

15 5 

13 5 

10 7 

1978-1980 

12 4 

12 1 

15 9 

12 6 

8.6 

1980-1982 

12 2 

10 8 

16 0 

14 6 

12 4 

1976-1982 

17.9 

16 7 

24 6 

19 2 

r>.o 

Net Changes** 

1976-1978 

12.1 

11 1 

15.5 

1 1.5 

10.7 

1978-1980 

12 4 

12 1 

15.9 

12 6 

8 6 

1980-1982 

(2 2 

to 8 

16 0 

16 2 

2 9 

1976-1982 

17 9 

16 7 

24 6 

67.8 

21 6 


*lf there wore no such estabihhments ,it the slaft of tJio pontxl, the sUnlup tale is specilmct as 
U‘iO 9 percent, 

Adding net c hange to the base figuie yields end yc*ar iigures only in the “All I stahlisJunents — 
total" column due to rc'ctassifu ation of (establish merits across firm emptoymenl anrl type* 
calej^ones in the next base yeai. 
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Table A1 .2 1 //) E^Uibh^hmcnl LmplovniPnl fn Lnn^,uu( tfon tn the US by 

Emiifoymoni Size ot Fttm 




Lniploynienl >Si/o ol turn 



lf)ta! 

20 

2( )-<)<) 

100-499 

500 -H 

Base Year 

r97() 

4, S6 1,179 

1,962/) U) 

1,164,989 

658, 123 

775,6! 7 

197B 

4,922,72'! 

2,080,826 

l,2S),89‘> 

7().i,'598 

8«4,4()6 

1 9B0 

4,97 J, It? 

2,071,99(1 

l,2';'5,874 

770, 122 

872,945 

1982 

Startups* 

4,920/>27 

2,949,2 iO 

1,140,952 

Merc ent 

565,41 1 

764,927 

1976-1978 

14 1 

17 8 

8 2 

8.2 

18.9 

1978-1980 

8 1 

9 

4 8 

5 4 

n.5 

1980-1982 

1 L2 

10 9 

6.0 

6 n 

24.0 

1976-1982 

n t 

19.6 

22.7 

20.9 

42.6 

Closures 

1976-1978 

11 9 

14 9 

9.4 

10.1 

9.4 

1978-1980 

9 4 

8.2 

6 1 

5.9 

19 4 

1980-1982 

12.4 

O,") 

10 2 

11 5 

21.2 

1976-1982 

27.1 

26 8 

22.1 

24 1 

27.8 

Expansions 

1976-1978 

18.0 

22.2 

14 6 

1 1 9 

15.9 

1978-1980 

1 i 6 

15.0 

11 4 

12 5 

14 4 

1980-1982 

1 i 4 

19.1 

10 1 

8 7 

8 6 

1976-1982 

22.4 

U) 0 

19 0 

14.1 

15 ] 

Shrinkages 

1976-1978 

12 1 

7.8 

1 1 0 

17.1 

IB 6 

1978-1980 

11.1 

9.9 

12 6 

12,1 

n.i 

1980-1982 

112 

9 0 

15 I 

17 9 

16 4 

1976-1982 

18.7 

14.0 

21.5 

25 1 

21 2 

Net Changes** 

l‘J7f)-iy7H 

7.9 

17.1 

0 1 

-5.1 

6 8 

l‘>7R-l'J«0 

1 0 

() 1 

-2 6 

-1 0 

^4 5 

1980-1982 

^1 1 

11.6 

-9.2 

-1 1 9 

-8 I 

1976-1982 

7 9 

24.8 

-2.1 

-14 1 

-1.4 


*\i there were no such esUiblishments at the start of the period, the slaitup late is specitied as 
99 9 pel cent 

♦♦Adding nvi c hange to the base figure yields end year figures only in the "All Lslablishinenls- - 
Total" column due to reclassification of establishments across firm employmcMit and type 
catogones in the next base year. 


60 




Table A1 .21 Chdnf^eb in (he Numbe^f of Cbfnlyh^hnicfil'y fn L on*^t ruction m thu L/,5. 
by Employmunt Si 2 ^e ot Finn 




Lmpinymeni Si/e ot 1 

irm 



Tol.O 

,20 

20-99 

100-499 

5(J0 1 

Base Year 

i97h 

520, Ml 

464,929 

39,249 

8,761 

7,794 

I97fi 

527,1 17 

965,115 

42,477 

9,890 

9,499 

1980 

'S57/>8J 

475,941 

42,620 

10,660 

8,392 

1982 

Startups* 

5S8,822 

900,8 19 

40,268 

Pertent 

9, 1 72 

8,94 3 

1976-1970 

20 8 

21 4 

n 0 

17 3 

29 8 

1970-1900 

11,^ 

11 9 

6.9 

9.9 

17 2 

1980-1982 

1J 7 

H 8 

8 0 

14.6 

15.6 

1976-1902 

19 1 

29.7 

27 8 

36 3 

62,2 

Closures 

1976-1970 

19 5 

20.3 

11 0 

1 3 4 

18.8 

1970-1900 

9 S 

9,4 

7 1 

8 0 

29 3 

1980-1982 

9 8 

8 9 

12 2 

18 2 

22.3 

1976-1982 

n,7 

31 9 

25,2 

31.7 

92 6 

Expansions 

1976-1970 

21) S 

20 6 

20.2 

19 7 

20 0 

1970-1900 

16.8 

16 7 

18.1 

l«.l 

1 2.4 

1900-1902 

17.6 

17 9 

19 9 

14 1 

1 2 6 

1976-1982 

24 9 

29 3 

22 i 

21 3 

18 8 

Shrinkages 

1976-1978 

12.7 

11 6 

23 6 

20 9 

14.6 

1978-1980 

19 6 

1 5.0 

22 5 

16 4 

9.3 

1900-1902 

19 9 

14 6 

29 1 

23 3 

1 2.9 

1976-1982 

21 1 

19 7 

36 5 

30 4 

ir> 6 

Not Changes** 

1976-1978 

1 2 

1.0 

0,0 

3.9 

21.0 

1978-I98t) 

2 0 

2 4 

-0 6 

1 5 

-8.0 

1980-1982 

4 0 

4 9 

•4 2 

-3,8 

,3 3 

1976-1982 

7.4 

7 8 

2.6 

4.6 

9,6 


*lf there were no surl> esloblishments at the start of the period, the startup rate js specified ns 
«J<)9 9 per( ont 

^^Addirit^ not c hanj>e to the base figure yields end year figures only in the "Ad CstabI ishmenls — 
Tolad' (olumn due to reclassification of establishments across firm employment and type 
categories in the next base year. 


61 




Table A1.21 /n L'^tiiNi^hnirtU Ln}f>L)\ nu*ni in MtUniLu lunnf> in the U 5, 

by tmplaymofU ^i/o o/ him 

\ (np[i*\/iK n» Si/(' tjl i Jrni 



iDial 

2(1 

2(1 90 

iOO- 199 

100 f 

Base Year 






1976 

21,91 5,912 

1,15 1.52 1 

>.781.128 

5.211,177 

14, !«J,4(rt 

197g 

23,554,212 

l,98h,9f)7 

' 929,017 

5.119,011 

l'),i')H,'57t 

1000 

J4, l<t7,()<M 

12>1(),88() 

2.9(,9/)0() 

5,091,179 

l(),2il,l 44 

1‘Jfl2 

Startups* 

2 5,08 1,249 

2, 189J P) 

5,078.208 

l><‘(i<*nl 

5,282,0 19 

1 6154,18 5 

1976^1078 

1 1 I 

10.2 

7 1 

8 7 

12.4 

1978-1980 

tl 0 

9 9 

1 5 

4 9 

9 2 

1980~I98J 

7 5 

12 6 

1 9 

6 0 

7 5 

1978-1982 

25 'I 

54 0 

19 0 

20 1 

24 0 

Closures 


10 7 

1 5 1 

9 4 

(5 a 

11.1 

1't7H-I‘)80 

6 0 

8 6 

() () 

1 1 

1 8 

1980-1982 

1 5 1 

10.9 

9 8 

11 1 

14 4 

1976-1982 

24 2 

21.8 

22 0 

22 1 

24 8 

Expansions 

i‘)7()-i‘)7n 

HJ 

27.1 

17 0 

1 5 1 

10.7 

1978-1980 

9 2 

18.8 

1 1.0 

1 

7 <3 

1980-1982 

0 4 

20 1 

10.1 

7 a 

7 1 

1976-1982 

la 4 

42 1 

24 0 

17 9 

14 8 

Shrinkages 

1976-1978 

7.4 

1. 5 

U 2 

7 7 

7 9 

1978-1980 

f) 1 

1.5 

1 8 

7 1 

() 1 

19HO-l%2 

a 5 

() 2 

8 5 

9.9 

8 2 

1976-1982 

12.5 

8.0 

10 5 

1 5.5 

1 5 0 

Net Changes** 

1976-1978 

a s 

24 8 

f5 9 

l.H 

4.2 

1978-1980 

•> 0 

14 9 

5,0 

l.-l 

1.2 

1980-1982 

•5 8 

11.6 

-2.2 

-7.1 

45.2 

1976-1982 

*5.5 

42 7 

10 0 

2.1 

l.l 


*lf I hero wore no surh cslahlishments at (he sUul of (he (xtuxI, (lie st.ulup ial(> h s(kx iliod as 
999 9 pen on( 

*^Ac({linj» not change lo the base figure* yields one! year figures only in (he '"All 1 siahhshnienls 
folal" column due U> reclassilkation of esiahlishinenls loss him (‘mploynient and type 
caU'gories in the next base year. 
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Table A 1.21 Changes in tho Numhci ot C^tdbli<thni(?nt^ in MinuUclunng in the 
U 5 by Employment bi7.e of Firm 




Lniployrnent Si/o of i irni 



1 otal 

-.20 

20-99 

100-499 

500 I 

Base Year 

1976 

4U,5S5 

256,632 

84,879 

J'>,4()8 

55,6 34 

197B 

44‘1,9JS 

255,440 

89,170 

39,213 

61,112 

19fi0 

4b(),S64 

257,669 

90,791 

41,441 

70,66 3 

1902 

Startups* 

461,294 

279,983 

85,295 

Percent 

36,708 

59, 308 

1976-1978 

IB 1 

19 7 

102 

15.9 

24 6 

1978-1980 

12 6 

12 8 

6.2 

B.a 

23 8 

1980-1982 

14 0 

16 7 

8 7 

10 7 

12 6 

1976-1982 

36 2 

38.6 

24 8 

32.6 

44 9 

Closures 

(976-1978 

IS 1 

16.5 

11 0 

12.7 

(7 8 

1978-1900 

9.1 

9 8 

74 

7 6 

9 5 

1980- [982 

1J.8 

II 5 

11.3 

14.1 

25 2 

1976-1982 

29 6 

29,5 

24 3 

28.9 

38.3 

Expansions 

1976-1978 

28.2 

28.1 

JO 3 

28.5 

25.4 


22 8 

23.5 

23 7 

21, h 

19 1 

1980-1982 

22.0 

24 2 

21.7 

19.3 

16 3 

1976-1982 

33.4 

34 9 

34 3 

30.2 

27,3 

Shrinkages 

1976- 19 78 

1 3.5 

II 8 

16.6 

17.2 

14 3 

1978-1980 

12.6 

1 1 6 

15.2 

(5.6 

11.4 

1980-1982 

16.1 

13.6 

22 1 

21.5 

14 7 

1976-1982 

18.9 

16.1 

24.8 

25 2 

(9.1 

Net Changes** 

1976-1978 

2.9 

3 2 

-0 9 

3 2 

6.7 

1978-1980 

.I.') 

2.9 

‘1.2 

1 2 

(4.3 

1980-1982 

0.2 

5.2 

‘2 6 

-3.4 

-12.6 

1976-1982 

6 6 

9.1 

0 5 

3.6 

6.6 


Mf thore were no such eslal>lishmonls tit the start of the pertocl, the startup rale is spec i bed ns 
99^) 9 percent, 

**AcldinB not chanHO to the base figure yields enrl year figures only In the "All Establishments — 
lolnl" column due to reclassification of establishments across tirm employment and typo 
categories in the next base year. 


63 



Table A 1.21 in L^tdbfNunnnt inii^lnynu^ni in ffjn<^fnnt<Ui<)n, C omt 

cation^ etc in the U S by [mjihjvnu^ni V/(' of him 

I niplnvfm’Mt Si/.c nt I urn 



1ol.ll 

^ JO 

’0-99 

100 499 

500' 

Base Year 

1976 

1,122,012 

628,405 

62 1,426 

527,696 

l ,552 ,f 

1970 

'■»,620,401 

61^414 

()5/,6 50 

559,917 

1,769/ 

1980 

^,990,089 

650,466 

675,117 

604,722 

4,01'),' 

1982 

Startups* 

6,025,662 

841,409 

694,579 

P(‘rLerit 

170,0 1 1 

1,919/ 

1976-1978 

11 6 

1 i 4 

8.4 

8.6 

1 

1978-1980 

7 2 

9.7 

6.0 

6. 1 


1980-1982 

8 0 

1 1 0 

8 1 

8 1 


1976-1982 

25 5 

4 

25.5 

26 8 

2 

Closures 

1976-1978 

7.2 

1 1 7 

8.8 

7.9 


1978-1980 

5.0 

7.4 

(>,l 

5.0 


1980-1982 

(0.2 

10 1 

12.0 

12 2 


1976-1982 

(7.5 

26 2 

22,5 

22. 1 

1 

Expansions 

1976-1978 

n 2 

20 7 

14 6 

14.9 

1 

197 iW 9«0 

10 9 

15 5 

11.5 

10 1 

1 

1980-1982 

10 9 

21 8 

11.1 

1 1 2 


1976-1982 

21 1 

16.1 

22 6 

21 7 

2 

Shrinkages 

1976-1978 

12 2 

6 2 

8.9 

11.1 

1 

1978-1980 

6 5 

6 4 

7.8 

9.2 


1980-1982 

8.1 

5.7 

8.4 

10 4 


1976-1982 

18 3 

9,6 

14.2 

18.2 


Net Changes** 

1976-1978 

5.4 

14 2 

5 4 

4.1 


1978-1980 

6 6 

11.1 

1.6 

2.2 


1980-1982 

0.6 

18 9 

-0 8 

^1.1 


1976-1982 

n.o 

11 9 

11.4 

8 1 

1 


*\( there were no such eslnblishmenls at the start oi the period, lh(* startup rate is it 
999 9 porconl. 


**Adding not cliant>e to the base ligiire yields ertd ycsu tij^ures only in thi^ "All t st.iblishmi 
Total" column duo to rotlassification of establishments a( ross firm etnployni(‘rU arn 
categories in the n{*xt base year. 
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Table A1 .21 

nic<ilioni, etc 

Cfmngei> in the Numhei of in lun'^poitrilion, (^unnni- 

in the U S by Employment Sui* ot f irm 


Lniployment Si/o of him 


ToUl <.20 *)0() h 


Base Yea I* 


1976 

1973 

1980 

1982 

SUrtupii* 

185,783 

187,S58 

195/^16 

201,213 

1 18,165 

1 13,725 

1 17,087 
125,8-12 

25/J83 

27,293 

28,248 

27,741 

Fiercer! 1 

1 1,492 
12,425 
13,6 30 

1 3,2-36 

29,74 3 
34,1 15 
36,581 

34, 394 

1976-1978 

17.4 

16.2 

13.0 

19.0 

i1,6 

1978-1980 

12 1 

12.0 

too 

14.1 

I3.r> 

(980-1982 

16,2 

167 

129 

16.9 

17 0 

1976-1982 

38.8 

36 8 

34 2 

46 a 

47.7 

Closures 

1976-1978 

16.5 

18.3 

1 1.6 

13.0 

(4.2 

1978-1980 

7.9 

8.3 

6 9 

6 9 

7.6 

1980-1982 

n 3 

106 

15.0 

17.5 

19 1 

(976-1982 

10 ■) 

30 7 

27 4 

31.6 

32 I 

Expansions 

1976-1978 

22 5 

21 9 

25 1 

25.3 

21 9 

1978-1980 

18.9 

19 4 

20.3 

17.6 

16 4 

1980-1982 

21 4 

22.4 

20 8 

20.7 

18 9 

1976-1982 

n 0 

30.9 

31 8 

31.4 

30 3 

Shrinkages 

1976-1978 

12.6 

11.3 

17 2 

13.7 

13 0 

1978-1980 

11 4 

1 1.8 

14.0 

1 1.2 

8 0 

1980-1982 

12 8 

11 4 

17.0 

14 6 

1 3 3 

1976-1982 

18.0 

16.3 

iA 0 

19 3 

19.0 

Net Changes** 

1976-19711 

0 9 

-2 3 

1.4 

6 1 

1 1 4 

1978-1980 

4 .1 

3 7 

3.1 

7 2 

5.9 

1980-1982 

2 9 

6.1 

-2 0 

-0 6 

-2,2 

1976-1982 

8.3 

6.1 

6 8 

15 2 

15 5 


*lf there wore no such establishirients at the start of the pcnocl, the Maitup rate is specifier! as 
999.9 percent. 

** Adding net c hange to the base figure yields end year figures only in the ''All nslablislutients— 
Total" column due to reclassification of estaf)lishnionts across firm employment and type 
categories in the next base year 



lahU* AK2I C ,,7 L-inploymont in Who/es<ile Tuick^ 

LJfy by Impitjynionf Si,^o oi Hun 




Employment Size of Firm 


lotal 

%20 

20 -49 

100-499 

'■’do"' 

Ba-^e Year 






\r/ii 


1,778,791 

1,2^,931 

613,839 

K ^(4)^ ] i ^ 

l‘»7H 

9,-» nir/’i 

1,800,783 

1,390,900 

711,497 


l<)80 


l/)02,«32 

1,422,83b 

796,701 


1987 

‘*,74 b4l(> 

2,791,797 

1,319,505 

691,677 

I.424,.»<ii7 

Startups* 



Percent 



P)7€) 

I44> 

13 7 

7.2 

IT.O 


1978 )9fH) 

8.0 

a 5 

4.3 

7.2 

III 

1980-1987 


12.3 

6 0 

8.8 

Ul-‘> 

197() 1987 

?0,2 

32,7 

20.1 

29 6 

1 f > - 

Closures 






I97(> 1978 

10 H 

10.7 

7 4 

8.7 

1 

i<)7« i^mo 

7 S 

7,S 

5 0 

5 3 

10 . 7" 

\m) 

12 

10 4 

9 8 

11.4 

r y 

bJ7() Mill; 


23.0 

19.5 

22.8 

3 * 3 * f 

Expansions 






l*j7fi 19711 

1 {/) 

16,1 

12.9 

13.1 

1 ^ 

1978* 19m) 

HX7 

12 0 

9.0 

10.3 

u>.y 

1980 *1982 

10.7 

14 7 

8 8 

9.1 


|97h ]9(L> 

21,^) 

27.3 

19 2 

19.8 

li», 7^ 

Shrlnkaitrs 






I97f» 1978 

7 

5 5 

7 3 

9.2 

1 1 .0 

1978- 19m) 

h 0 

4,8 

b 1 

7.8 


1980 1982 

7 *) 

5.S 

7.7 

9.9 

H.7 

197f» 1982 

1 1.4 

H,1 

11.7 

14.0 

!•», 3 

Net Chanttes** 






197h 1978 

h 

13.7 

,5.4 

6.1 

y .(> 

1978 1988 

5.2 

8 1 

2.2 

4.4 

4 .f3 

1980 1982 

O.') 

11.0 

-2.7 

-1. J 

y.A 

1970 f982 

15.2 

28.9 

fi 2 

(2.7 

4, y 


*ff (li<^n‘ vvnc no sin U ('stabNslimonl'i at the start of the period, the startup rate is spei ifio< 1 
|)i»r{ cnl, 

**A(l(fiiiit net ( han^o U* the bas<» figure yields end year tij^ures only in the “All t'shiblislinu^Jiils 
lolal" { oliinin rliie to rectassifkation of establishments across firm eniph>ynu>nt aiwf Xy\ 
{ iiU'l^orh's 111 (In' next has<» year. 




Table A 1.21 Chcinf^t's tn the Niuvhcf of /:s/j/;y#s/un('nK m IWuWr Iratfe tn the 
U 5. by Employment Sue of Fitm 


Lrnpluynioiil Si/«' (jf I II rn 



Total 

V 20 

20-99 

lOO 499 

500 1 

Base Year 

1976 

474,493 

353,662 

61,910 

21,018 

37,86 3 

1978 

498,773 

362,616 

69,T54 

24,475 

42,528 

1980 

SI 1,108 

168,934 

73,466 

27,148 

43,(540 

1982 

Startups* 

830,210 

196,944 

67,982 

I'prcotil 

24,999 

40,285 

1976-1978 

19 2 

18 -5 

14.7 

22.4 

31,6 

1978-1980 

12.0 

11.9 

8.5 

13,9 

17 5 

1980-1982 

16 5 

17.3 

11.5 

16.7 

18 1 

1976-1982 

4(J 4 

39.7 

34 0 

50,8 

51.7 

Closures 

1976--1978 

14.1 

14.2 

10.1 

14.1 

19.9 

1978-1 980 

9.1 

9 2 

6,1 

7.5 

14.0 

1900-1982 

13 2 

11 6 

12.7 

16.0 

25 2 

1976-1982 

28.6 

27.4 

24.2 

3 1 .9 

45.3 

Expansions 

1976-1978 

24 3 

2J.9 

27 9 

25.6 

21.1 

1978-1980 

19.3 

19 6 

20 6 

18.8 

15.2 

1980-1982 

20.9 

21 7 

20.3 

19.0 

15.9 

1976-1982 

51.) 

31 7 

33,6 

31.2 

2 3.6 

ShrlnFcages 

1976-1978 

12, 

11,9 

15,9 

13.2 

12 5 

1978-1980 

10 9 

10.8 

13 3 

10.6 

8.3 

1980-1982 

1 1 6 

12.5 

18.4 

15.5 

13.0 

1976-1982 

17 4 

16.5 

23.3 

\i\.2 

15 7 

Net Changes* 

1976-1970 

5.1 

4. 3 

4.6 

(3.3 

11.7 

1978-1980 

2.9 

2.7 

2 4 

6.5 

.3.5 

1980-1982 

3.3 

5.6 

-1 2 

0,7 

-7.1 

1976-1902 

1 r.8 

12.3 

9.8 

18.8 

6.4 


*lf there were no such oslnl)lishmonls al the start of llie puntKi, the startup raU‘ is spec ific'cl as 
999.9 percent. 

♦■"Adding net change to the base figure yields end year figures only in the "All Cstahlishmenls-.- 
Total" column efue to reclassification of establishments across firm ernployrnenl ar>cj type 
categories in ih<* next base year 
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Table Al,21 Changes tn Ehtdblishmvnl I mploytncni in Retail Inult^ in iIh^ i I s hy 
Employment Size of Firni 

Lmploynn*n( Sia* of I imti 



Total 

<20 

20 99 

10(1 4')') 

'>00 ( 

Base Year 

1976 

14,014,749 

5,162,605 

!,()4(),027 

li290 , \ 15 

4,515,982 

1978 

15,I5S,145 

5,104,0% 

3, 189,748 

1,4%, 127 

5,165.174 

1980 

1 5,958, 79« 

5,nj,068 

1,421,608 


5,745,185 

1982 

Startups* 

16,207,016 

5,652,841 

1,172,985 

Port t‘fU 

1,552,749 

'),(>. >8, 44 1 

1976-1978 

15.8 

15 6 

14.9 

18 4 

1'. 8 

1978^1980 

10. <1 

9.5 

8.1 

10 2 

12 7 

1980-1982 

10.4 

12 0 

10.3 

1 1.8 

n,u 

1976-1982 

34,4 

31 4 

12.4 

41 7 

16.7 

Closures 

1976-1978 

11.7 

i7.4 

9 7 

8 1 

7.5 

1978-1980 

6.3 

9.2 

7.0 

5 0 

1,4 

1980-1982 

10 4 

11.6 

12.7 

16.0 

25.2 

1976-1982 

28 6 

27 4 

24,2 

n.9 

45 1 

Expansions 

1976-1978 

24.3 

23.9 

27 9 

25 6 

21.1 

1978-1980 

19.3 

19.6 

20,6 

18 8 

15.2 

1980-1982 

20.9 

21 7 

20.3 

19.0 

15 9 

1976-1982 

31 3 

n 7 

31 6 

11 2 

2 1 U 

Shrinkages 

1976-1978 

12,5 

11,9 

15 9 

1 1.2 

12 5 

1978-1980 

109 

108 

11,3 

10.6 

8 0 

1980-1982 

13 6 

12.5 

18,4 

f'>,5 

1 1 0 

1976-1982 

174 

16,5 

21 1 

18.2 

15 7 

Net Changes** 

1976-1978 

5.1 

4.3 

4.6 

8 1 

11,7 

1978-1980 

29 

2.7 

24 

6.5 

1.5 

1980-1982 

33 

5 () 

-1 2 

0,7 

-7. / 

1976-1982 

11 8 

12 3 

9 8 

18.8 

6.4 


‘It there were no such establishments at the start of the period, the startup’raU-'i^ spcc tfunl .is 
999,9 percent 

"Adding net change to the base figure yields end year figures only in the "All I sl.il.lishnieiils 
Toaf column due to reclassification of establishments across fiiin (>mploynii'nt .uid type 
categories in the next base year. ’ 
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Table Al,21 Chi^ngcs in the Numhef of fstahli^hnn^nts in rrtulv in the US 

by Employment Size of Enm 



1 mpfovinont S\/e ot i irni 


Total 

<20 20-99 10t)-<t99 

900 ^ 


Base Year 


1976 

197B 

1900 

1982 

Startups* 

1,410,566 

1,387,118 

1,411,981 

1,442,770 

1,152,219 

1,099,498 

1,10'5,336 

1,148,352 

141.380 

155,315 

1 59,026 

1 53,396 

Percent 

40,671 

48,603 

54,083 

50,527 

76,i‘)6 

H3,6tl4 

91,516 

90/195 

1976-1978 

18 9 

18 5 

17.6 

24.4 

24 0 

1970-1980 

1 1 8 

11 6 

10 0 

12 4 

1(3 8 

1980-1982 

14 6 

14 9 

11 7 

15 0 

16 1 

1976-1982 

36 6 

35 0 

36.2 

53.5 

52 f) 

Closures 

1976-1978 

20 6 

22 2 

12 2 

12 9 

15 6 

1970-1980 

10.0 

(0.9 

7 5 

5 7 

5.6 

1980-1982 

12 4 

11 8 

13.9 

13,7 

U) 1 

1976-1902 

34.3 

35.4 

27 7 

29 4 

33 4 

Expansions 

1976-1978 

18.2 

17.8 

21 8 

18 0 

17 6 

1978-1980 

14 7 

15.2 

14.4 

12 1 

iO 0 

1980-1982 

16 2 

16.4 

I5.J 

15.8 

15.2 

1976-1902 

23.3 

22 7 

26 3 

25 7 

25 0 

Shrinkages 

1976-1978 

12.6 

12 3 

15,8 

13 0 

1 f.O 

1978-1980 

12,4 

12 6 

15.1 

9 7 

6.6 

1900-1902 

14 0 

13.5 

18 1 

14 B 

13,3 

1976-1902 

18.3 

175 

25 0 

20,1 

16 9 

Net Changes** 

1976-1978 

-1.6 

-3 7 

5.4 

11 4 

8 4 

1 978-1 980 

1.8 

0.8 

2.5 

6,7 

1 1 2 

1980-1982 

2.2 

3.0 

-2 1 

1,3 

o.n 

1976-1982 

2.3 

-0 3 

85 

24.2 

I8.(i 


*lf there were no such eslablislimenls at the start of the period^ the startup rale is specdied as 
999 9 percent 

** Adding net c flange to the base tigure yields end year figures only in the ''All establishments — 
rotal" column due to reclassification of establishments across firm employment and typo 
categories in the next base year. 
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Table A1.21 Chcmges in E^lablhhment hmploymc^nt in Finance in the U.S hy 
Employment Size of Fnm 




Lmploymenl Size ot Tii 

m 



Total 

<20 

20-99 

100--19<) 

500 -1 

Base Year 

1976 

5,364,377 

1,034,011 

906,062 

808,127 

2,616,177 

1978 

5,740,456 

1,126,610 

982,308 

885,981 

2,745,5.55 

1980 

5,955,801 

1,153,845 

971,433 

935,251 

2,895,270 

1982 

Startups* 

6,400,001 

1,516,198 

1,035,550 

Pei cent 

869,526 

2,978,729 

I97(>-1978 

13.5 

16.1 

10 2 

11 4 

14 4 

1978-1980 

5 6 

8.6 

4 8 

4 9 

4.9 

1980-1982 

7.0 

10.9 

5 9 

5 a 

6.2 

1976-1982 

27 1 

35.4 

25.7 

22 9 

25,6 

Closures 

1976-1978 

80 

6 7 

5.2 

7.4 

9.7 

1978-1980 

5 0 

62 

4.3 

4 0 

5.0 

1980-1982 

7 2 

78 

8 2 

8 9 

(>,() 

1976-1982 

17 7 

182 

15 9 

18.9 

17.8 

Expansions 

1976-1978 

16.3 

237 

15 9 

17.0 

1 3 2 

1978-1980 

120 

16 6 

11.5 

12.3 

10 2 

1980-1982 

16.3 

24 6 

13.4 

14.2 

14.7 

1976-1982 

28.9 

42.1 

26 1 

25 9 

25,6 

Shrinkages 

1976-1978, 

14 8 

8 1 

15 3 

16.8 

16 7 

1978-1980 

8.9 

7.8 

12 0 

1 3.3 

f) 8 

1980-1982 

8 7 

6.4 

9 2 

11 8 

8 5 

1976-1982 

19 0 

12.8 

21.5 

22.3 

19 5 

Net Changes** 

1976-1978 

7 0 

25 1 

5.6 

4.2 

1 ) 

1978-1980 

3 8 

11.2 

-0.0 

-0.2 

1 I 

1980-1982 

7.5 

21 2 

1 9 

-0.7 

6. 5 

1976-1982 

♦ If 

19 3 

46.6 

14.3 

7.6 

1 3 9 


establishments at the start of the period, the startup rale is specified as 

999.9 percent 


''*Addmg net change to the base figure yields end year figures only in the “All tsiabhshmenis 
Totat^ column due to reclassification of establishments across firm employment and lyiit^ 
categories in the next base year. 
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Table A1.21 //> the Numhci ol L^.iihlt^hnh'nh, in f nf.}n(e m the U,>> h\> 

impfoynicnt Si^r of hum 

I ni|>l(»viin‘nt Si/c ol I iriii 



(otal 

- 20 

20 90 

100 499 

500 1 

0*1*50 Year 






197(> 

29«,0(>n 

218,1 12 

.10,629 

16,106 

27,19 3 

1970 

3 35,841 

217,982 

41,497 

21,742 

10,422 

1980 

148,11b 

2-14,9';') 

41,741 

25,917 

11,701 

1982 

lbl/>14 

258, 87b 

41,558 

21.1 11 

i'),9H9 

Startups* 



Oort ent 



197()--I97a 

21.8 

f8.() 

18 5 

41.4 

40 5 

1978-19130 

10 4 

10,2 

8.4 

9 6 

14 9 

1980-1982 

1 1 0 

1 1 1 

9 4 

12 5 

lb 0 

1970-1982 

41 4 

18 9 

19 ■•) 

68,0 

70 9 

Closures 






1970-1978 

9.2 

8.0 

7 0 

9 8 

2) 1 

1978-1980 

b,() 

7.2 

5.5 

4 8 

5 2 

1980-1982 


8.1 

10 2 

10,6 

14 0 

1970-1982 

22.2 

20 1 

20.5 

24 5 

18.4 

Expan!>inns 






1976-1978 

22 4 

21 5 

2b 7 

25.9 

21 9 

1978-1980 

18,1 

17.9 

20 1 

18 0 

18.9 

1980 1982 

20 9 

19.b 

21.1 

24 1 

25.5 

1970 -1982 

11.5 

11.1 

11. 1 

12.8 

29,6 

ShrinkaRCs 






1970 1978 

14.b 

1 1 0 

22 9 

18.8 

14 1 

1978 1980 

12.8 

12 2 

18 I 

12 8 

9.5 

1980-1982 

fl 1 

11 7 

18.1 

lb. 7 

15.8 

1970-1982 

21 5 

204) 

11.0 

25 7 

18.2 

Nel ChanRos** 






1976- 1978 

12 b 

10.5 

11.5 

11 7 

19.2 

1978-1980 

1.8 

1.1 

1.0 

4 8 

9.7 

1980-1982 

1.8 

5,1 

-0.8 

1 9 

2 0 

1970- 1982 

21.1 

18. b 

18 9 

11.5 

12 5 


*lf (hero wt‘r(‘ no sik h ost.ililishninnls the sUft ol lh(' period, iho sUirlup r«ilo is spec jfic 
9 pert (‘Ml 

**A(l(jjnH nt'l t (hif)Ke (o lh<‘ base liKUf<‘ yreltls end year fij'uies tmly in Ihe "All I slahlishoienls - 
Jotal" ( olumn cliu* lo ret lassilKalion of esl.il)lishiru‘nls atross fiuii employnienl and lyfjc 
catt'Korres in tlu‘ nt'Xf lhis(» ytsir. 
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Table A1.21 Cb.in^eh m L-.t.ibli-^hmoiU employment in Stvwfcs in the U.S hy 


Employment Size ot Firm 




Lni ploy 1 non t Si/c of 1 

irm 



Total 

^.20 

20-99 

100-499 

500 t 

Base Year 

1976 

17, OS'"), 687 

2,968,702 

2,749,597 

1,531,680 

8,705,708 

1978 

20,188,993 

3,263,054 

1,056,212 

1,875,719 

9,991,988 

1960 

21,685,577 

1,4 19,265 

3,156,562 

4,081,014 

1 1,006,718 

1982 

Startups* 

23,21.1,199 

4,530,404 

1,471.014 

Percent 

4,222,011 

10,989,748 

1976-^1978 

12 6 

17 3 

10 4 

8.1 

1 1 4 

1978-1980 

7 4 

10 2 

5 7 

5 2 

8,0 

1980-1982 

8 2 

13.2 

72 

6 2 

7 7 

1976-1982 

30 0 

42.0 

27 7 

22,6 

29 7 

Closures 

1976-1978 

8 4 

9.9 

6 6 

6.1 

9.4 

1978-1980 

5 1 

6 5 

4 9 

4 6 

4.9 

1980-1982 

7 9 

7.6 

8 1 

7 6 

8.0 

1976-1982 

17.9 

20,7 

17 4 

16.0 

18 0 

Expansions 

1976-1978 

15 7 

22 6 

16 6 

14.4 

1 1.7 

1978-1980 

10 7 

15 8 

11 6 

10.0 

9 0 

1980-1982 

12.8 

22.7 

1 J 3 

11.6 

9.9 

1976-1982 

28.3 

41 1 

28,9 

25 1 

25 0 

shrinkages 

1976-1978 

7,5 

6.7 

8.2 

8 5 

7.1 

1978-1980 

5 6 

6.4 

7 5 

6.6 

d.4 

1980-1982 

6.1 

5 8 

7 1 

7.2 

5 4 

1976-1982 

11 2 

10.0 

1 i.O 

12.1 

to 5 

Net Changes** 

1976-1978 

12 4 

3 

12.2 

8 1 

10 6 

1978-1980 

7 4 

n 0 

4 8 

4 0 

7 7 

1900-1982 

7 0 

22 4 

5 2 

1 0 

4 1 

1976-1982 

29.3 

52 6 

26.2 

19 5 

26.2 


’^If there were no such establishments at the start of the period, the startup rate is spe< rlied as 
999,9 percent 

** Adding net change to the base figure yields end year figures only in the "All IMahlrshmenls 
Total" column due to reclassilication of oslablishnients across firm employment and type 
categories in the next base year. 
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Table A1 .21 ChcHif^os tn iho Number at t^t()l)fi^f]n3t'nh tn srn es in the U S by 
Employment Size ot Firm 



Einploymont Si^e ot f irm 


Tot.)l 

<20 2(MJ9 10(M99 

SCO h 


Base Year 

1976 

1978 

1980 

1982 

Startups* 

821,101 

893,322 

937,583 

1,008,915 

639,391 

682,944 

71 3,683 
785,217 

91,762 

105,506 

109,921 

110,196 

Percent 

38,648 

47/162 

51,855 

49,440 

51,300 

57,410 

62,124 

64,062 

1976-1978 

21 4 

21 1 

16.6 

22 0 

33 7 

1978-1980 

12.7 

12 8 

9 0 

12 6 

18 9 

1980-1982 

16.7 

f7 1 

11.9 

14 5 

21.1 

1976-1982 

47.1) 

47 0 

41.2 

51 9 

62.7 

Closures 

1 976-1 97« 

12 0 

12 9 

8.3 

8,9 

20.1 

1978-1980 

7 8 

7 9 

5.6 

5 9 

11 5 

1980-1982 

9 1 

8 0 

10.3 

11 8 

17.9 

1976-1982 

24.7 

24 2 

21.2 

24 0 

37 9 

Expansions 

1976-1978 

24 2 

23.5 

28 0 

28 1 

24 4 

1978-1980 

19.tt 

19 6 

21.8 

20 S 

18,0 

1980-1982 

22.8 

22 4 

24.5 

24.8 

22 7 

1976-1982 

n.s 

32.9 

17 2 

37,8 

32.5 

Shrinkages 

1976-1978 

1 h2 

12.6 

17.9 

(5.3 

10 6 

1978-1980 

12 i 

12. 3 

15 0 

11 1 

7 7 

1980-1982 

12.9 

12 2 

17 0 

14,6 

11.7 

1976-1982 

18.7 

17.9 

25.6 

20 9 

14 1 

Net Changes** 

1976-1978 

8.8 

8.2 

8 d 

1 3.1 

136 

1978-1980 

5.0 

4.9 

3,i 

6.7 

7 4 

1980-1982 

7 6 

9.3 

1.6 

2.6 

3 2 

1976-1982 

22 9 

22.8 

20 1 

27 9 

24 9 


*lf Oiero were no such eslablishmenls at Ifie start of the periarl, the startup rale ts specified as 
999.9 pel cent. 

^^AddinH net ( hanne to the base figure yields end year figures only in the "All establishments— 
Total" column duo to reclassifuation ot establishments across firm employrnonl and type 
categories in tfie next base year. 
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Table A1 .21 Clhinges m Establishment Employment in All Industries In the U S by 
Employment Size of Etrm 


rmpluyinonl Si/e of Firm 



Total 

<20 

20-99 

100-499 

500 + 

Base Year 






1976 

7,5961J61 

ts, 597,190 

12,834,160 

10,866,048 

16,663,964 

1978 

02,388,347 

16,206,094 

13,976,530 

12,011,568 

40,194,155 

1980 

86,853,343 

16,515,089 

14,213,078 

12,838,955 

43,286,221 

1982 

87,832,340 

20,171,961 

14,510,526 

12,026,609 

41,12 3,244 

Startups* 



Percent 



1976-1978 

13 0 

15.9 

10.2 

10.1 

1 3.7 

1978-1980 

8 1 

9.5 

5.8 

6.0 

9,0 

1980-1982 

8.6 

12.2 

7 6 

7.3 

8.0 

1976-1982 

28 7 

34 7 

25 7 

25,4 

28.1 




Table A1 .21 Chcinges in the Numhet o/ hJnbli^hmonh in All /mki^tne^^ in the U ^ 
by Employment Size of Firm 

I-m(>lovmont ^\ie o( him 



Total 

<20 

20-99 

K)0--499 

500 t 

Base Year 

1976 

4,280,809 

3 316,853 

494,261 

175,984 

292,71 1 

(978 

4,416,874 

3,333,349 

546,734 

210,469 

126, 521 

1980 

4,552,67J 

3,403,604 

562293 

2 JO, 106 

246,490 

1982 

Startups* 

4,72J,718 

i62S,i83 

544,495 

Percent 

212,785 

141,056 

1976-1978 

19.6 

19.3 

14 9 

22 8 

28.9 

1978-1980 

11.9 

II 9 

0 6 

11 7 

18 1 

1980-1982 

15 1 

15 6 

M 0 

14 4 

17 2 

1976-1982 

40.0 

39.1 

34 6 

49 I 

54 2 

Closures 

1976-1978 

16.4 

17 4 

iO 5 

n 8 

17 9 

1978-1980 

8.8 

9 3 

6 7 

6 4 

9.4 

1980-1982 

1 L3 

to 1 

12 2 

13.8 

19 9 

1976-1982 

29.7 

29.8 

24 7 

28 2 

37 7 

Expansions 

1976-1978 

21.9 

21.2 

25 5 

2*1 8 

21 8 

1978-1980 

17 a 

17,7 

19 2 

17.9 

15.5 

1980-1982 

19.5 

19.6 

19 0 

20,1 

18 3 

1976-1982 

28.4 

28.0 

31 0 

30 9 

27 4 

Shrinkages 

1976-1978 

12.9 

12 2 

17.6 

15.4 

12 3 

1978-1980 

12.7 

12 6 

15 9 

12 1 

8 5 

1980-1982 

14.0 

1 3.0 

19 3 

16 7 

1 3.5 

1976-1982 

19.0 

17.9 

26 3 

22. 1 

16.9 

Net Changes** 

1976-1978 

i.2 

1 9 

4 5 

10 9 

It ) 

1970-1980 

3.1 

2.6 

1,9 

5 3 

8.7 

1980-1982 


5,5 

-1.2 

C) 6 

-2 8 

1976-1982 

lO.J 

9.3 

9 9 

20 9 

16 5 


+(f thoro w(‘rc no sucli c^slabliiihmcnls al the start of (lio [Jonoci, the staruip rale is spec ilje 
999.9 pc*rc(n)l. 

**Acl(llri)» nc4 change? trj Iho base figure yields end yeai figures only in the "All rsuiblishrncrio 
Toiaf" column due to lec lassifrcalion of establishments acinss firm employinonl and lyfje 
categories rn the next l)aso year. 

Source, U.S. Small liusjness Arlmimstratlon, Office of Advocacy, Small Business Data IJase, 
urifKihlishec! data. 
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Table A1 .22 FeiceiH Chani’c in Emplovmcnl by Censu*. Region niul hi i 

Size at Firm, 197 ( 1 - 1978 , 1978 ~F)H 0 nnin^) 80 -F )82 _ ... 


tiTiplovnienl bi/e of Firm 


Region 

loMi 

0-19 

20-99 

< 100 

100-199 

^ '■.CIO 

1 

U.S. Tnlal 

1 976-1 ‘)7ft 

8 S 

N 9 

7 9 

1 1.8 

6 2 

(0 2 

#j,6 

Cl. i 

2.1 

I978-I‘)«() 

S 4 

8 J 

1 9 

5 5 

2 7 

4 (> 

1980-1982 

1 1 

1 5 8 

-0 7 

7 1 

-2 4 

4 1 

New England 
1976-1978 

7 8 

11 8 

7 4 

9 7 

5 8 

8 9 

ti 9 

4 / 

1 1 

1978-1980 

1 7 

6 t 

0 2 

1 3 

1.5 

2.7 

1980-1982 

0 9 

11 6 

-1 4 

6 3 

-4 2 

2 0 


Middle Atlantic 
1976-1978 

1 7 

8 7 

0 9 

5 1 

-0 7 

1.4 

t) 

1978'-! 980 

1 9 

S 1 

-0 7 

2.5 

0.5 

1.0 

1 '1 

2 5 

1980-1982 

0.6 

12 1 

“0.7 

6 2 

-2 4 

1 (i 

East North Central , 

1976-1978 

6 8 

12 2 

7 5 

(0 0 

6 3 

9,0 

n n 

1978-1980 

2 6 

4 2 

“0 5 

2 0 

1 0 

1 7 

1 4 
4 9 

1980-1982 

-2 8 

7 2 

-4 4 

1 6 

-4 9 

-0 i 

Wes! North Central . , , 

1976-1978 

10 0 

11 6 

9 6 

108 

8.7 

10 i 


1978-1980 

5 2 

S 0 

2 1 

3 a 

3 4 

1 7 

2 1 

1980-1982 

”0 1 

7.1 

-3 6 

2 5 

-3 7 

0 H 

1 ] 

South Atlantic 
1976-1078 

9.0 

IS 7 

7.4 

1 1 9 

7 1 

It) 6 

7 4 

1978-1980 

S.9 

9.8 

3 2 

6 7 

2 7 

5 (i 

(j i 

1980-1982 

1 8 

16.9 

0 9 

9 4 

-'2 6 

5 0 

' 2 1 

East South Central 

1976-1978 

7 8 

10.4 

9.2 

9 9 

8 5 

9 9 

2 

I97H-19BU 

S 2 

4.4 

1 7 

1 2 

5 6 


7 0 

1980-1982 

-1 9 

8 S 

-2 7 

3 5 

-4 2 

1 1 

4.5 

West South Central 

1976-1978 

14 3 

19 S 

12.5 

16 4 

8 0 

14 2 

1 4 4 

1978-1980 

iO 6 

12,0 

6 1 

9 3 

6 4 

8.0 

\ 2.8 

1980-1082 

6 6 

22 4 

6 5 

15 1 

1 5 

1 1 7 

1 4 

/fountain 

976-1978 

19 S 

22 9 

14 4 

194 

16 2 

18 7 

.20. (j 

178-1980 

11.5 

14 1 

4 4 

9,9 

5 9 

9 (1 

1 4.4 

'80-1982 

4 1 

20 0 

1 5 

11.9 

-1 1 

8 9 

0 2 

dfic 

'6-1978 

12.5 

25 i 

12 4 

19.5 

9.9 

17 (t 

7 0 

8-1980 

8 9 

14.6 

3 8 

9 6 

4.6 

8 2 

O 1, 

,0-1982 

3.4 

17 8 

-0 8 

9 2 

- 1 4 

6.7 

Cl..^ 


1976-1982 chanj»es am be found in this appendix, Table AM8 


-e* U S. Small Business Adinmislration, Office of Advocacy, Small I U.im 

blishecl data. 



PerccntiiK*^ fioni ('st.ililishnUMil i Idsuk-s, .iikI job 

lovs from shrinking oslablislrnu'iil'. <)!<■ also incsi'iih'd 
Those esltiblishmonf and omployim'nl d.iUi .we aiiayod in 
Table A 1.^ I loi each major iiidiisiry divisron loi vaiintis 
firm size categories. 

Analysis ot job growth for a patiiciilar indiisiry, sucli as 
manufacturing, loveals a net peuentago change ol "S t) 
peicent for total employment in rnaitulac luring f<ji tiu? 
1978-1980 peiiod. This can be cleiived fiom 'lalrle 
A1 21 data as follows. 

1 980 emplcryment == 24,497,098 
1 978 employment = 2J,8.i4,2l2 

difference = 1,182,881 

Percentage difleience — 5.0 peicent 

However, a similar calculation foi firms with fewer than 
20 employees may not lead to the result found in Table 
A1 .21 . Forexampie, the not pcicenlage < hange for firms 
with fewer than 20 employees in Table Al. 21 is 14.9 
percent from 1 978 to (980. This is not c'qual to the 1 98(’ 
employment less 1978 employment divkltjcl by 1971' 
employment for the i(ndei-20 category. iJie reason foi 
the difference is that the firm size category does iiol n?- 
main constant over lime, e.g., a firm witfi 1 8 employees 
in 1978 included in tbeuncfer-2l) base year (.olumn may 
have had 2.5 employees in 1980, placing it in the 20-99 
column for 1980. The same firm may have 102 employ- 
ees by 1982, Cons('f|uently, Its employment lolal would 
l)e included in establishments in the 100-499 employee? 
category in 1982. 

The 14.9-peicent net change calculalion lor the 1978- 
1 980 period for firms with fewer than 20 cMiiployc'es is 
based on matnlaining the firm size catc‘goiy of each c's- 
tablishmont at the 1978 level belore calc ulating c hangi's 
in employmc'iit ot ostablishmenis. All pt'icenlage growll' 
calcula(ior>.s included in this ap|)c?ndix ni.iinlain the? fir 
size category of ostablishmenis at the Icwel of tlrt' ho, 
ning year of the growth pt'riod 

The users of thc'se longitudinal data tabulations shoi 
be aware of the sh ifling of c'stalrlishments among the fin. 
size categories and should lake Ihis into account when 
using (he data. 

Users of the S13DI3 sliould also iicjte that (Iyr>amic 
growth, a,s shown in Table 1.9, may be misunderstood 
unless careful constclerallon is given to the period Ijcmg 
considered. Refer to the all-industry ostablishmeiil em- 
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Table A1,23 Percent Change in Employment by Indusiry Divhion and Employ- 
ment Size of Firm, Selected Time Periods 


employment Si/.e of Firm 


Industry Division 

Total 

<20 

20-99 

100-199 

500 1 

All Industries 

1976-1982 

15.6 

29.3 

13 1 

10 7 

12 2 

1976-1978 

85 

14.9 

7 9 

6.2 

() (> 

1978-1980 

54 

8.3 

1 9 

2.7 

6 1 

1980-1982 

1.1 

138 

-0 7 

-2.4 

-2 1 

Agriculture, Forestry 
& Fishing 

1976-1982 

4 9 

21.8 

-7 7 

-10 9 

-118 

1976-1978 

4 3 

130 

-1 6 

-4 5 

-5 5 

1978-1980 

-2 7 

1 8 

-11.2 

™ia 4 

2 8 

1980-1982 

3 4 

16.3 

-3.3 

-7.9 

- 15.2 

Mining 


1976--1962 

1976-1978 

1978-1980 

1980-1982 

Construction 


37 6 
13 1 
9.8 
108 


72.1 
28 4 
21 1 

47.2 


52 3 

19.3 
8,2 

17.4 


59.2 

20.3 
9 5 
6 9 


24 1 
7.6 
8 1 
1.9 


1976-1982 
1976-1978 
1978-1980 
1980-1982 
Manufacturing 
1976-1982 
1976-1978 
1978-1980 
1980-1982 
Transportation, 
Communications 
& Utilities 
376-1982 
376-1978 
378-1980 
980-1982 
Vholesale Trade 
976-1982 
976-1978 
978-1980 
980-1982 
tail Trade 
76-1982 
76-1978 
78-1980 
'"‘0-1 982 


7.9 
79 
1.0 
-1 t 

5 3 
6.5 
5.0 
-5 8 


130 
5 4 
66 
0.6 

15 2 
8.9 
5 2 
05 

15 6 
8,1 
53 
1.6 


24.8 
17 3 
6.3 

11 6 

42 7 

24.8 
14 9 
15.6 


33 9 

14.2 

11.3 
189 

28 8 
13 7 
8 1 
11,0 

9.5 

4.6 
3 2 
6 0 


-2 1 
0.3 
-1 6 
-9 2 

10 7 
8,9 
30 
- 2.2 


(1,4 
5 4 
3 6 
0.0 

8 2 
54 
2.2 
-2 6 

10.7 
85 
0.6 
-2 2 


- 14.1 
-5 1 
-1 I 
-13 9 

2 1 
5.8 
\ 4 
-7.1 


8 f 

4.3 

2.2 

-3,4 

12 7 
6 1 

4.4 
-3.3 

20 4 

9.5 
5 8 

- 0,8 


-1 4 
6.8 
-4.5 
-8 2 


I . I 

4 2 

5 2 
- 8.2 


10.1 
4 0 
7 0 
-1 6 

4 7 
7.0 
4.8 
-7,1 

24.6 
1 I 5 
10 4 
0 6 



Table A1.23 Percent Chani;e m t'mploymeiit hy Iinhntty Division and hniphy- 
ment Size of Firm, ScfcUocJ Time Periods — Continucil 




Employ men 1 Si/e oJ Firni 


Industry Division 

Total 

<'20 

20-99 

100-199 

500 1 

Finance, insurance 
& Real Estate 

1976-1982 

19 3 

46,6 

14 . J 

7 h 

1 1.9 

1976-1978 

7 T ) 

25 1 

5 6 

4 2 

1 2 

1978-1980 

3 a 

11.2 

-0 1 

- 0.2 

1 1 

1980-1982 

7 .S 

21.2 

1.9 

- 0.7 

6 5 

Services 

1576-1902 

29 3 

52 6 

26 2 

19 (> 

26 2 

1576- 1978 

12.4 

2\ ^ 

12 2 

8 1 

10.6 

1978-1980 

7 4 

H.O 

4 8 

4.0 

7 7 

1980-1982 

7 0 

22.4 

5 2 

J 0 

4 A 


Source U S Small Business Acimimstrntion, Office of Advocncy, Small Business U.ila Base, 
unpublished data 


ployment table in A 1 .2 1 , Note the net changes shown in 
the lower left-hand corner of the table for the total cate- 
gory, For example, the growth identified for the U)76- 
1 982 period, 1 5.6 percent, is not equal to the sitm of the 
growth rates for the three two-year periods (8. 5 -I- '5.4 + 
1.1 = 15.0, not 15.6). The data for each time period 
actually answer different questions, 

The 1976-1982 information identifies job creation hy 
establishments in the data file in 1976, and still existing 
in 1 902, plus job creation by establishments entering the 
file between 1976 and 1902, and still existing in 1902. 
Establishments born in 1977 and dying in 1901 wouki 
not appear in the 1976-1902 file. However, the 1977 
birth would generate an increase in growth if 1 976- 1 970 
was the peiioci being examined, a possible increase, d('- 
crease, or no-change observation in the 1 970- 1 900 peii- 
od, and a decrease in employment, if 1900- 1 9512 w(?r(? 
the period under examination. Other cases can he identi- 
fied that would have clifferontiai effects on net job growllr 
depending on the length of the time examined 

it appears that growth rales measured over longer tinu' 
periods will generally exceed the sum of the* employ mc'nl 
growth rate measured over shorter, inlerniodiate fjc'riods, 
One possible explanation is that death rales foi establish- 
ments are highest during the earliest yeais of opeiation 
but decline in later years. Establishments surviving iIk‘ 
first two years are more likely to survive* — and continue 
to grow — when growth is measured over a longer period. 
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Measuring growth over a shorter period, such as two 
years, produces lower growth because many new births 
of establishments are oltsel by early deaths, and surviving 
establishments have a shorter time to grow. 

The conclusion to be drawn from these complex ex- 
amples is that dynamic growth calculations, such as 
those shown in Table 1 9, represent a powerful new tool. 
Like any now tool, careful experimentation and extended 
use may be necessary before full benefit can be obtained 
from Its use. 

Appendix Table A1.24 data can bo derived from the 
state employment and establishment data presented in 
Table A1.20. For example, to calculate a percentage 
found m T able A1 . 24 for the total category of size of firm, 
the difference in employment is calculated in the final 
year, and in the base year the difference is divided by tlic 
base-year employment. Employment numbers are found 
in Table A1 .20. 

Example; For Alabama 

1 982 employment = 1,133,648 
1976 employment = 1,086,779 
difference = 46,869 

(46,869/1,086,779) 

X 100 = 4.3 percent job growth 

Again, as in Table AI.21, in order to compute job gen- 
eration for firms with fewer than 19 employees, it is 
necessary to know the year-end employment based on 
the beginning year's size category. A firm that had 18 
employees in 1 976 may have had 39 employees m 1 982. 
Basic data for this size category detail of job generation at 
the slate level are not included in this appendix, but arc 
available from the SBA's Office of Advocacy. 
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Table A1.24 Percent Change m Employment by Region and State, Selected Time Periods 
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^ le A1 .26 Employment and Employment Change toi Sehi tod S/ti ill 
ri* .ffTnated IndthUies, Octobei 1982-Octobei 1984 

^ ^ — - 


Ihisiue'i^- 


Industry 


Total, Small BusInesS'^Oominatcd 
Construction 

Resrdenlial Biuldinj; Contractors 
Operative Buildeis 
Nonresidential Building Contractors 
Highway & Sljeel Construction 
Plumbing, Heating, & An Conditioning 
Painting, Paper Hanging, iS( Decorating 
Hectiical Woik 

Masoniy, Stonework, Plastering 
Carpentry & Flooring 
Rof>fing & Sheet Metal Work 

Transportation, Communications 
& Public Utilities 
Taxicabs 

Intercity Highway Iransporlalion 
School Buses 

5 Trucking Terminal Facilities 
Pubdc Warehrnising 
Pipe Line, except N«itural Gas 
Transportation Services 
Sanitary Services 

Wholesale Trade 

Motor Vehrt les & Automobile tc|iiipmont 
rurniluie & I Ionic Furnishings 
Lunil)er Consimetton Materials 
Sporting Goods, Toys, I lobby Cjoods 
Electiical Goods 

Hardware, Plastering I loaling Lqtiip. 
Machinery, FquipmrNM Si Supplies 
Mfscellaneous Duralile Cioods 
Paper S. Paper Produtts 
Apparel, Piece C.oods A Notions 
Cirocciies A Related Prorlucis 
Clioinicals A Allied Products 
Pelioleum A Petroleum Products 
Beer, Wine, A Disiilk’d Beverages 
Miscellaneous Non-Durablc (IockIs 


Ortoher Hi ( ^nt c hange 

(984 H)fH-l984 

{Thousands) 


29,587.1 

32,959.5 

2,095.1 

3,442.8 

465 I 

569 3 

46 I 

64 1 

•50 1. 5 

562 5 

254 1 

294 8 

499 () 

563 8 

129.8 

162 1 

408.2 

466 4 

H7 7 

4M 3 

105 9 

1 39 2 

1 67. f 

206 3 

1,608.2 

1,069.9 

40.5 

37 7 

37 5 

38.8 

95 6 

101 0 

1,135 5 

1.257,4 

89 3 

99 0 

21 9 

20 8 

216 7 

259 4 

51,2 

55.8 

4,810.3 

5,175.9 

401 9 

422.6 

in 4 

122 8 

179,4 

207,3 

72 3 

71.2 

426 8 

475.5 

2 54 7 

250 5 

1,H5 2 

1,428 8 

172.8 

197 3 

158.6 

175.0 

171 4 

178.6 

671.1 

7 34 0 

132 9 

128 0 

220.5 

207 0 

145.0 

154.7 

394 i 

420.6 
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Table A1 .26 Employment and Employment Change for Selected Small Business- 
Dominated Industries, Octohet 1982-October 1984 — Continued 


5!C 

Code Industry 


Retail Trade 

521 Lumber & Other Building Materials 

525 Hardware Stores 

542 Meat Markets & Freezer Provisioners 

546 Retail Bakeries 

551,2 New Used Car Dealers 

553 Auto 6. Home Supply Stores 

554 Gasoline Service Stations 

562 Women's Ready4o-Wear Stores 
565 Family Clothing Stores 

571 Furniture & Home Furnishings 

572 Household Appliance Stores 

573 Radio, TV, & Miscellaneous Stores 
58 Eating Drinking Places 

591 Drug Stores & Proprietary' Stores 

592 Liquor Stores 

594 Miscellaneous Shopping Goods Stores 
596 Non-stores Retailers 

598 Fuel & Ice Dealers 

599 Retail Stores, nec 

Finance, Insurance & Rea! Estate 
612 Savings & Loan Associations 
64 Insurance Agents, Brokers, & Services 
651 Real Estate Operators & Lessors 
653 Real Estate Agents & Managers 
655 Subd'ividers & Developers 
66 Combined Real Estate, Insurance Offices 

Services 

701 Hotels. Motels, & Tourist Courts 

721 Laundry, Cleaning & Garment Services 

723 Beauty Shops 

726 Funeral Services & Crematories 

7 H Advertiiing 

732 Credit Reporting & Collecting 
^ 3 i Mailing, Reproduction, & Stenographic 
^ Computer & Data Processing Services 
751 Autom I )t I V e Repa 1 r S hops 
7*> Mbceilaneous Repair Shops 
t Amusement & Recreation Services 
8tn Olfices 0 } Physicians 


October Percent Change 

1982 1984 

(Thousands) 

1982-1984 

9,981 .7 

10,970.0 

9.9 

300 4 

350.0 

1 6 .5 

147 6 

157.7 

r> 8 

57 1 

58.5 

1 5 

130.9 

155 0 

18.4 

736.1 

829 9 

12 7 

260 2 

287.4 

10.5 

539 6 

574 5 

6.5 

339.8 

360.9 

6 2 

172.2 

183 4 

6 5 

345 0 

386.7 

12.2 

75.6 

82.1 

~4 6 

155.3 

203.1 

10.8 

4,862.4 

5,302 6 

9.1 

488.4 

550.7 

12.8 

127 6 

122.9 

“3.7 

623.8 

692.1 

10.9 

257.2 

268 9 

4.5 

100 5 

108 4 

7.9 

262.0 

295.2 

12.7 

1,668.8 

1,880.4 

12.7 

224 0 

319.4 

42.6 

475 4 

519,6 

9,3 

482 0 

496.1 

2.9 

353.3 

396 7 

12.3 

116 3 

132.2 

13 7 

17 8 

16.4 

“7 9 

8,543.1 

9,620.2 

12.6 

1,061.1 

1 ,249 0 

17 7 

347 4 

363 5 

4,6 

286.9 

327.3 

14.1 

71 1 

73.9 

3.9 

162,3 

178 9 

10.2 

74 6 

81.1 

8.7 

135 8 

166.6 

22.7 

366,7 

487,2 

32.9 

363.3 

428 6 

18 0 

278 4 

3142 

T2v9 

773 6 

785.6 

1 6 

834.9 

919,6 

10,1 



Table MM* Employnu'iM .i/Jf/ Lniphiynn'iil Cluniy lot '<rfc< Uul s;im// tlihiiir ■ 
Oomin-iU'd Indu'tlnc't, Oclohvi IdfU—Ot tidu'i I'did ( <iiilittu('<f 

{ )t (<)h(N t’Hl < 


SIC 


1 9B2 


1 

Code 

Industry 

Services (continued) 

( IhiHisancK) 


ao2 

Offices of Dentists 


A 

12 \ 


Nursing Personal ('are ['at i litres 

h 

IJtih i) 

M \ 


Legal Services 

S/bfi 

(»'i9 / 

I'l ti 


Sot lal Services 

MBbO 

b idl <1 

1 t M 

891 

Cnginr'eiing Arc hrleclural Sc*rvicc^ 

Sh/ 1 

UUi A 

3 2 2 


Nole Lxcludcs u'lf-eMiiployrd. ()< UjIkt ckii.i <\\r prvlffiiifuiry 
Source Aduptotiby (he U,S Sniidl Miisiness AdnilnislriJlion, ( Klu cMif Advot »ii V- frnuHfu'iJ 
Department of ( al)oi, [Ujkmu of I *ihor Stiiiislk s, Imfiloynu^nt iUul Luwftfis, I >r< iMiihrf \ 
and uMfnjl)lish(*fl O(lol>or l‘)IM data Irr he printed In llu‘ l)e<(‘rnliei PltH ediUun nt ilit 
Cmploynu^nt and hirninfis, lahle In this lahle, small hiisiness iluriunakvl indifvtnes i mi 
tain a minunurn of OO fiercent of their (‘rnployrnenl arul/or sales in tirms with nruln 
ornpbycc's. I ho (iLstrihution of (‘rnployrnont by firm si/o < hiss is from the Sni.ill HiiMorbv I 
Base of the U S. Small Business Adniinisdation, ()tlit(» rrf Advin ar y. HI S riin's nni nnilun'lv 
publish delailoci industry information for small hirsiness dorninaUMi muImsUIos in llii* rnimnr 
and niarnrfac luring industries 
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Table A1.27 EmphymeiU and Employine-nl Change tor Selected Large Bii'rtnc','.- 
Dominaled Induitnes, October )B81l-C)rtoher loB-f 


SIC 

Code 

Indubtry 

0( tuber Perc ont Change 

1982 1984 1982'-! 984 

n huus.inds) 


Total, Large Business- Dominated 

iB, 794.2 

40,843.6 

5.3 


Mining 

1,077.0 

1,016.0 

-5.7 


Construclion 

63 

567.6 

-10.7 

162 

Heavy Construction, except hlighway 

635,6 

567 6 

-10 7 


Manufacturing 

1«,503.5 

19,030.0 

7.2 

20 

Food & Kindred Products 

1,696 2 

1,688.5 

-0 5 

21 

Tobacco Manufactures 

70 2 

73 4 

4 6 

22 

Textile Mill Products 

717 8 

741 6 

0 5 

23 

Apparel K Other Textile Products 

1 , 1 64 1 

1,196 2 

2 8 

24 

Lumber & Wood Products 

614 1 

724 5 

180 

25 

Furniture & Fixtures 

430 9 

491 0 

13 9 

26 

Paper & Allied Products 

654 2 

685 9 

4.8 

27 

Printing ^ Publishing 

1,263.1 

1,377.8 

9 1 

28 

Chenucals & Allied Pioducts 

1,064 3 

1,062 2 

-0 2 

29 

Petroleum & Coal Pioducts 

203 0 

187.3 

-7.7 

30 

Rubber & Misc Plastics Products 

693 1 

810.1 

16 9 

31 

Leather & Leather Products 

219 4 

196 2 

-10 6 

32 

Stone, Clay, & Glass Products 

576 1 

620.9 

7 8 

33 

Primary Metal Industries 

8 U 8 

862 6 

1 6 

34 

Fabricated Metal F^roducts 

1,386,1 

1,504 9 

fi 6 

35 

Machinery, except electrical 

2,114 2 

2,251 1 

6,5 

36 

Electric & Electronic Equipment 

1/J85 1 

2,275,8 

14 6 

37 

Transportation Equipment 

1,705 9 

1 ,958 2 

14 8 

38 

Instruments & Related IVoducts 

704 1 

729 5 

1.6 

39 

Misc Mantifacluring Industries 

388.8 

400 5 

3 0 


Transportation, Communi cations 





& Public Utilities 

3,163,5 

3,131.1 

-1.0 

40 

Railroad Transportation 

415 4 

177.0 

-9 2 

41 

Local & Suburban Transportation 

85 2 

81.3 

“4 6 

44 

Water Transportation 

195 5 

226 2 

15 7 

451,2 Air TramporUiliort 

194 7 

411 1 

9 2 

481 

Telephone Com m tin ic at ions 

1,050.7 

973,3 

-7,4 

483 

Radio & Television Broadcasting 

22 1,0 

210.6 

1 4 

491 

Electric Services 

425 0 

442.4 

4 1 

492 

Gas Production & DislribuUon 

176.6 

171 0 

- 1 2 

493 

Combination Utility Services 

197 4 

198 2 

0 4 


Wholesale Trade 

2»9,3 

290.3 

0.3 

>05 

Metal & Minerals, ox< cpt PotrolcHini 

134.5 

1 14 0 

-0 4 

12 

Drugs, Proprietors, ^ Subsidiaries 

154 8 

1 56. 1 

1 0 



lahh M. 27 impfoymrni rind I ntploynu^nl ( lunyp Uk s , / m , ,, 

r)o//;//M/<'W /nr/n‘.///{'S n^o/^r/ (h tohrt PW I < oiUinu' fl 


SIC 


t )t lolu 

t')62 

■1 

!'nn ‘'t)M haiuv' 

1962 l<)64 

( ofin 

Industry 

thousands) 


Rolail 1 ratio 

4,660.7 

S,0U.5 

7S} 

SH 

Dn[>ailmnnt Slorns 

l,6'») 0 

2,010 S 

6 S 


V/arK'ty Sloins 

22S.U 

’If. 6 

4 1) 


Mist (innnr.il Mnrt li Stoo's 

1 1 S 4 

1 t' 4 

14 7 

'jai 

Caotnty Storns 

2J7I 2 

2, i'd 2 

6 ) 

Sf)! 

M(*n's K Moys' ( loihiii)t Ac 1 iiiriishinns 

1 l(» 0 

1 ( ) 4 

2 U 

S66 

Slujn SloK's 

i<m ) 

206 / 

S 2 


rinanctv Insuranco 8t Rnal Istato 

b076.4 

i,147.6 

)/) 

1 4 

602 

C tmuiinn lal Aw Stoc k Savini's D.ink 

1.40/ tl 

I.S t4.0 

614 

Mnrsonn<4 ( rndit Institution 

I’M.S 

214. i 

107 

621 

Sntuilly Drokois Ac Dtsilt'is 

224.0 

2flt 1 

2(i.S 

6)1 

1 ifn Insurant i* 

S44,6 

SiS/) 

1 {> 

6)2 

M(‘di(al SniVKi's Ai IliMlth Insniant t* 

142 2 

1S6/) 

10 ) 

6)) 

1 m* lnsuian(r‘ Ac (.asualty Insut.uKO 

4/4 2 

4/) 1 

0, ) 


Sorvkos 

7,467.5 

7,769.'; 

5.5 

7)4 

St‘ivi( ns to Muildtntis 

S2).() 

f»29 4 

20 ) 

7)6 

[Vrsonni'l Supply St^rvtt t‘s 

')H).0 

676.6 

SO 7 

761 

Motion IStliirt^ l‘io(iiKlion A Sr'rviit's 

627 

1047 

2fi 6 

76) 

Motion I’K tUM' 1 luMinis 

(12 0 

100 !) 

10.) 

im 

1 lospit.ils 

),0,)2.S 

2, 974 S 

1.9 

621 

1 Innu'rit.uy A Sot oiidaiy St liools 

)26.0 

tS9 ) 

9.S 

622 

( ollni;('s A t Joivnisiims 

62S.S 

6 t2 6 

0.9 

66 

Mnmh('rshif) ( )r|'anj/atlons 

1.S26.S 

l/)()2.6 

1 ./ 


At t ountinit, Audi(lni6 A Mookkni^pinp 

IS2 ) 

iHfi 9 

9 6 


N(m'* (X(lu(li“. M'li-cinployt'd Oilotxn MM!.| (Lila arc proliininaiy 
Stmn (\ Adapted by (In' i i.S. Sinall HuMhrss AflJtiinkHallor^ ( )f(u o<jf Actvia a( y, Itoni llu' U.S, 
DopaHnK'nlof lahoj, Huffau of I alxir Malislus. t nifilnynwnt <tntU ,inw^i\ I)<'n*fnl)(’i l%i 
and unpiihlislH'd ()( lolu'i P)IM data to Uv [jonlnd In lluM )(•< t^rnhtn PMM nlilu»not Imfilnv 
nicnt tuul I lUDihfi**, I al)l(‘ H ,* Sinall Inisinnsv doniinatrd indusliii’s ( onlaiu ii inininuini nl fa) 
pi'RnntoftlH‘lri*fnployinrn(and/(» sains in hiins with tjiid(<i Stll) nriiploytn’s lluMlisirihiitinn 
of omploynu‘nl by fiirn sl/n i lass is Ihnii ihn Siuall iJiisiiuss Data Itasn of thn U s Small 
lUisinnss Adinlnislialinin ( >IN( (' of Advot at y Ml S dons not ronlinnly [luhlish d<aailnd industry 
Information for small Inisinnss dojiiinaU'f I mdtisiuos in ininmf* and manuf.u tnnn); mdiisliu*s 
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SIC 

Code 

Industry 

Octobci 

Pcic6Mi( Change 

19B3 

1984 

i-l'JK-l 


Total, Small Business Dominated 

30,602.9 

32,959.5 

7.7 


Construction 

3,098.2 

3,442.8 

11.1 

152 

Residential Building Contractors 

529 2 

569 3 

7 6 

153 

Operative Builders 

61 5 

64 1 

4 2 

154 

Nonresidential Building Contractors 

5(6 6 

562 5 

8 9 

IGl 

Highway & Street Construction 

267 5 

294 a 

102 

171 

Plumbing, Heating, & Air Conditioners 

515 0 

561.B 

9,3 

172 

Painting, Paper Hanging, & Decorating 

139 8 

162,1 

15 9 

173 

Electrical Work 

413 6 

466.4 

12 8 

174 

Masonry, Stonework, & Plastering 

355 6 

414 3 

16 5 

175 

Carpentry & Flooring 

126 4 

139.2 

10 1 

176 

Roofing St Sheet Metal Work 

172.2 

206,3 

19 8 


Transportation & Public Utilities 

1,723.7 

1,869.9 

8.5 

412 

Taxicabs 

38 9 

17 7 

”3.1 

413 

Intercity Highway Transportation 

34,1 

38.8 

1 C8 

415 

School Buses 

97 8 

101.0 

3.3 

42C3 

Trucking Terminal Facilities 

1,171 2 

1,257,4 

7 4 

422 

Public Warehousing 

87 1 

99 0 

1 3.7 

46 

Pipe Line, except Natural Gas 

21.7 

20 8 

-4 1 

47 

Transportation Services 

220 7 

259,4 

17 5 

495 

Sanitary Services 

S2.2 

55 8 

6.9 


Wholesale Trade 

4,868.7 

5,176.2 

6.3 

501 

Motor Vehicles & Automobile Equip 

410 1 

422,6 

3 0 

502 

Furniture & Home Furnishings 

1 16.7 

122 B 

5.2 

503 

Lumber & Construction Materials 

197 0 

207 3 

5 2 

504 

Sporting Goods, Toys, & Hobby Goods 

73 3 

73.2 

”0 1 

506 

Electrical Goods 

439 0 

475 5 

8 3 

507 

Hardware, Plastering & Heating Equip 

240 2 

250 5 

4 3 

508 

Machinery, Equipment & Supplies 

1,319 9 

(,428 8 

8 3 

509 

Miscellaneous Durable Goods 

181 8 

197.3 

8 5 

511 

Paper St Paper Products 

(64.3 

175 (} 

6 5 

513 

Apparel, Piece Goods & Notions 

171 5 

178.6 

4 I 

514 

Groceries & Related Products 

666 2 

734,0 

10.2 

516 

Chemicals & Allied Products 

135 6 

120 0 

-5 6 

517 

Petroleum & Petroleum Products 

215 6 

207,0 

-4.0 

516 

Beer, Wine, & Distilled Beverages 

146 8 

154 7 

5.4 

519 

Miscellaneous Non -Durable Goods 

390 7 

420 6 

7 7 
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Table A1.28 Employment S. Employment Chaiy^c tot Sclocied 

Dominated lndui>lnebr October 798 3-Octohei 1984 (Employment tn rhcnt^iinif^^— 

Continued 


SIC 

Code Industry 

Retail Trade 

521 Lumber S* Other Building Matenals 

S25 Hardwnie Sloreb 

542 Meat Markets & freezer Prov is i oners 

546 Retail Bakeries 

551,2 New & Used Car Dealers 

553 Auto & I lome Supply Stores 

554 Gasoline Service Stations 

562 Women's Rea dy-lo- Wear Stores 
565 family Clothing Stores 

571 Furniture & FFome fuinislnngs 

572 Household Ajipluince Stores 

573 Radio, TVy & Miscellaneous Stores 
58 fating & Drinking Places 

5^11 Drtig Stores &• Pio|:)Metary Stores 
592 Liquor Stores 

594 Miscellaneous Shopping Goods Stores 
596 Non-stores Retailers 

598 fuel & ke Dealers 

599 Retail Stores, nec 

Finance, Insurance & Real Estate 
612 Savings & Loan Association 
64 Insurance Agents, (irokeis, & Services 
651 Real Estate Operators & Lessois 
653 Real Estate Agents & Managers 
655 Subdividers & Developers 
66 Combined Real Estate, Insurance Offices 

Services 

701 Hotels, Motels, & Tourist Courts 

721 Laundry, Cleaning & Garment Servitt^s 

723 Beauty Shops 

726 Funeral Services Si Ciemalorios 

73 1 Advertising 

732 Credit Reporting & Collecting 

733 Mailing, Reproduction, & Sleiiogiapbic 
737 Computer Si Data Piotossrng SorvKOs 
753 Autontotive Repair Shops 


Octohcf 

Pell ent ( li<mge 

i<ja) 

1984 

198 1~19H4 

10,1 75.1 

10,970.0 

7,8 

324 3 

150.0 

7 9 

152 2 

157.7 

3 6 

59.7 

58 5 

“2.0 

135 8 

1 5.5 0 

14 1 

765 6 

829,9 

8 4 

264 1 

2H7.4 

8 7 

512 7 

574 5 

7 8 

153 2 

3f)(> 9 

2 2 

170.9 

183.4 

7.1 

159 8 

186 7 

7,5 

77 7 

82 1 

5 7 

165 9 

201 1 

22 4 

4,91 « 7 

5, 102 6 

7.8 

491 2 

550.7 

12,1 

I2C> 7 

122,9 

- 3 0 

645.9 

692 1 

7.2 

269 8 

268 9 

-'0,1 

99 5 

108.4 

8,9 

261 2 

295,2 

1 1 0 

1,787.8 

1,080.4 

.5.2 

299.7 

119 4 

6.6 

481.4 

519.6 

7.9 

505 J 

496 I 

1.8 

36 i 5 

196.7 

9,1 

121.4 

1 12,2 

9.0 

16.5 

16.4 

-0.6 

8,949.4 

9,620.2 

7.5 

1,091.7 

1,249.0 

14.4 

348.7 

161 5 

4..1 

101 9 

127,1 

8.4 

72,1 

73.9 

2.5 

168 0 

178.9 

6 5 

79 7 

81,1 

t 8 

152, 1 

166 6 

9.4 

412 0 

487.2 

18,1 

366/J 

428.8 

16 9 



Contmued 


SIC 

Code Industry 

0( tohe 

1 9B 1 

T 

1984 

Vv\i c‘nl < liange 

198 1 198 1 

Services (continued) 




76 Miscellaneous Repaii Shcjps 

270 0 

114.2 

1 1 0 

79 Amusement & Recieation Services 

814 5 

785.0 

1 5 

801 Offices of Physicians 

80 i 2 

919.0 

() 5 

802 Office o) Dentists 

415 4 

4 18 0 

5 4 

805 Nursing & Personal Care lacihlies 

1,108 \ 

1,1 f»0 0 

5 2 

81 Legal Services 

01 ^ 8 

059 7 

7 5 

83 Social Services 

1,280 9 

M44.4 

5 0 

891 Engineering & Architectural Services 

58 i 4 

<) 10.4 

9 1 


Note Excludes self-employed Ocloijer l‘)H4 delta are preliminary 
Source Adapted by the U S Small Business AdnimistratiOf), Ofliceof A(lvo< a( y from the' U.S 
Department of Labor, Bureau of Labor Statistics, Lmphvmrnt tindl janiraiy MUM and 

unpublished October l9fJ4 data to be printed in the DeccMiilrer edition ot the 
ment and[{itmng% Table B-i. Small busmcss-dominated industries contain a miniinuni of (>t) 
percent of their employment and/or sales m tirms with under SCO employee's fhiMlisInlmlion 
of employment by lirm si/e class is from the Small Business Data Base of the U.S Small 
Business Administration, Office of Advocacy BLSdoos not routinely publish detailed incluslry 
information that can be defined as small l)usmess-dominaU’d industry Infoimation tor the 
mining and m«inufactunng industry divisions 
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Tal)le A1.29 Employment & Employment Chnnpi' loi Soloclcd Ini/ir Eusiih"-'’- 
Dommated Inciiistnes, October 1983 taOctalyct 1 984 ([ mploymeni in 1luni<-nii<h) 


SIC 

Code 

Industry 

0( tobei 

i^*iient( hill 

1 9ft 3 

1984 

I ‘111 1-1 ‘1(1 


Tofal# Large Business-Dominated 

39,742.J 

40,84:3.6 

2.8 


Mining 

1,«39.(l 

1,016.0 

•-2.2 


Construction 

G07.5 

567.6 

-6.6 

102 

f Heavy Construe Hon, exc epl Id railway 

607 5 

567 6 

-6.6 


Manufacturing 

1 9,2 1 6.0 

19,830.0 

3,2 

20 

food Ktndred Products 

l,6ft«.0 

1 5 

(LI 

21 

Tobacco Manufactures 

68 2 

73.4 

7 (> 

22 

Textile Mill Products 

76.1 ') 

741.6 

-2.9 

23 

Apparel & Other Textile PfudiKts 

1,20)1 1 

1,196 2 

- 1.0 

24 

Lumber & Wood Products 

722.2 

724.5 

(1.3 

2'> 

furniture 1 ixluros 

470.5 

49 1 .0 

4.4 

26 

Paper & Allied Products 

666,8 

685 9 

2 9 

27 

Printing & Publishing 

1,295 4 

1,377.8 

6.4 

26 

Chemicals ^ Allied Pioducts 

1,059 0 

1,062.2 

0. 3 

29 

Petroleum & Coal Products 

195 9 

187. 3 

■4.4 

30 

Rubber & Misc. Plastics Products 

7')(J. 1 

810 1 

6.8 

31 

Leather & Leather Products 

221, 1 

196.2 

-11. i 

32 

Stone, Clay, Se Glass Pioducts 

001. 1 

620 9 

3.2 

33 

Primary Metal Industnes 

85ft 9 

862.6 

0.4 

34 

fabricated Metal Products 

1 ,4 3ft () 

1,504 9 

4 6 

35 

Machinery, except Llectrual 

2,124.3 

2,251.1 

U 0 

36 

filectric & riectronic Iquipmonl 

2,115.8 

2,275.8 

7 6 

37 

Tj a nsp(3r tat ion Lq u 1 pmon 1 

1,8627 

1,958.2 

5 1 

36 

InstrumcMits & Related l^roduc ts 

698 7 

729,5 

4.4 

39 

Misc Manutactimng Incktsiries 

398 1 

400 5 

0.6 


Transportation & Public Utilities 

3,09423 

4,1:31.1 

1.2 

40 

Rail road Trans| K)r t at i on 

3«C>.4 

377.0 

•2,4 

411 

Local & Suhurl)an Transportation 

«7 7 

81.3 

'•7,3 

44 

Watc^r Lransportalion 

184 1 

226,2 

22.9 

451,2 Ajr TrnnsfXHtalion 

39 '3 8 

431.1 

9.5 

481 

Telephone Communic a lions 

998.4 

97 3.3 

“2.5 

483 

Radio & Tc'levision t3rfia(lc«isting 

2 31.9 

2 30.6 

-O.f) 

491 

flee trie Services 

4 34.6 

442 4 

1.8 

492 

Gab Production & Distribution 

174.5 

171.0 

“2.0 

493 

Ccjmbination Utility Services 

202,9 

198.2 

2.3 


Wholesale Trade 

28.5.:) 

290.:3 

1.0 

505 

Metal & Minerals, except Petrolounn 

1318 

1 34.0 

1.7 

S12 

Drugs, Proprietors, & Subs id lances 

15 3 5 

156.3 

1.8 


9,1 



Table At. 29 EmpJoywent Employment Change tor Selected Urge /^ui/ntss- 
Dominated Industrie^ October 1933 to October 1984 (Employment m fhou- 


sandsj—ConUnued 


SIC 

Code 

Industry 

0( tober 

Percent C hange 

1983 

19114 

198.1-1984 


Retail Trade 

4,759.2 

5,033.5 

5.8 

531 

Department Stores 

1,905 5 

2,010.5 

5.5 

533 

Variety Stores 

2150 

216 8 

0.8 

539 

Misc General Merch Stores 

1170 

132.4 

1 i.2 

541 

Grocery Stores 

2,205 1 

2,351.2 

6.6 

561 

Men's & Boys' Clothing & Furnishings 

115 6 

113.9 

“ 1 5 

566 

Shoe Stores 

201 0 

208 7 

C8 


Finance^ Insurance & Real Estate 

3, It 1.9 

3,197.6 

2.8 

602 

Commercial & Slock Savings Bank 

1,505.8 

1,534 0 

1 9 

614 

Personnel Credit Institution 

196.9 

214 3 

8,8 

621 

Security Brokers & Dealers 

259.2 

283.4 

9.3 

631 

Life Insurance 

536.2 

535,9 

-0.1 

632 

Medical Services & Health Insurance 

146 6 

156 9 

7.0 

633 

Fire Insurance & Casualty Insurance 

467 2 

473 1 

1.3 


Services 

7,629.1 

7,769.5 

1,B 

734 

Services to buildings 

557 2 

629.4 

13,0 

736 

Personnel supply services 

809 7 

878 6 

8.5 

781 

Motion Picture Production & Services 

91 6 

104 7 

14.3 

783 

Motion Picture Theaters 

106.4 

100.5 

-5.5 

806 

Hospitals 

3,023 0 

2,974 5 

- f.6 

821 

Elementary & Secondary Schools 

326.1 

359,3 

10.2 

822 

Colleges & Universities 

833 1 

832 8 

-0 1 

86 

Membership Organizations 

1,520 3 

1,502 8 

-1 2 

893 

Accounting, Auditors & Bookkeeping 

361 7 

386.9 

7 0 


Note Excludes self-employed. October 1984 data are prehmtnary. 

Source* Adapted by the U.S Small Business Administration, Office of Advocacy from the U.S. 
Department of Labor, Bureau of Labor Statistics, Employment andEarnmg^i, janiiary 1 984 and 
unpublished October 1984 data to be printed in the December 1984 edition of the Employ- 
ment and Earn mgs, Table 8-2 Small business-dominated industries contain a minimum of 60 
percent of their employment and/or sales in firms with under 500 employees. The distribution 
of employment by firm si/e class is from the Small Business Data Base of the U.S, Small 
Business Administration, Office of Advocacy BLS does not routinely publish detailed indusliy 
information that can be defined as small business-dominated industry information for the 
mining and manufacturing industry divisions 
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Minmots 



Region Vll, Total 2^90 2,002 1,226 2,611 30.4 

Iowa 657 699 646 895 28 0 

Kansas 405 210 110 475 126 2 
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Chapter 


Synopsis 


Introduction 


Industrial Strategies and 
Small Firms 


To sustain economic progress, some pollcymakcrsarc seeking to influ- 
ence the industry mix of the U*S. economy through government inter- 
ventions — or Industrial policy — designed to redistribute resources 
directly to selected industries and Indirectly to specific firms. Current 
economic policy debates include discussions of the long-term perfor- 
mance of the manufacturing sector and specific manufacturing 
industries. 

The arguments in support of industrial policy ignore the changes 
that are already occurring within industries^ parfscularfy In the tradi- 
tional and high-technology manufacturing industries. Across Indus- 
tries, small businesses are responding to the long-term structural 
changes in the economy, Through entrepreneurship, expansion, and 
innovations, small businesses are redistributing resources within and 
among Industries through existing market mechanisms. 

Instead of analyzing these changes by firm size, industrial policy 
proponents arc emphasizing the declining relative share of employ- 
ment in the manufacturing sector, instead of viewing this structural 
shift as a manifestation of improved productivity and an adjustment to 
the increased consumer demand for services, (hey maintain that the 
declining share is an adverse (rend (hat must be reversed in order to 
sustain economic progress. 

However, the experience of other industrialized nations that have 
adopted Industrial policies indicates that the overall eniploymcnl in 
these nations has not continuously fared as well as employment In the 
United States, which has no explicit industrial policy. These Industrial 
policies appear to have deflected resources away from small busi- 
nesses and, consequently, have impeded the fob generation capabili- 
ties of small firms. 


Small business is the sector of the economy that lesponcls 
most leadily to structural change. Through cnlrcproncur- 
ship, innovation, formation and expansion, small l)usi- 
nesses arc directing and redistributing lesouices, Dospilo 
these contributions, currenteconomicpolicy discussions 
on industrial policy and industrial compelilivcness aio 
focusing on oveiall industrial performance without cred- 
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change withrn indifstries. 

Government poltctes that relate to industries aie hoie 
termed industrial strategies; industrial policy is defined 
as a specific, limited subset of all industrial slialegies 
which may be adopted by government policymakers. 
Generally, industrial policy, as proposed, would protect 
declining industries or promote selected high-technol- 
ogy industries at the expense of small businesses. By 
diverting resources from small firms, it would impede the 
economy's adjustment to structural shifts. 

Policymakers are concentrating on various macio and 
micro strategies that emphasize a mix by industry lathei 
than by firm size to ensure economic progicss in the 
United States. Policies should instead create an econom- 
ic environment that does not inhibit the growth of small 
businesses, which provide the imjaelus for industrial 
change. 

Many of the arguments favoring the formation of in- 
dustrial policy focus on the traditional (smokestack, ba- 
sic, or mature) and new high-technology manufacturing 
industries. Within these industries, however, small lirms 
are redistributing resources thiough existing market 
mechanisms, by increasing the number of small firms, 
expanding employment, and introducing innovations. 
Small businesses are therefore an important component 
ot the process of economic growth. Any discussion of 
proposed industrial policies must examine this crucial 
contribution of the small business sector. 

Assessing the impact of foreign industiial jjolicios is 
another way to determine whether industrial policy 
benefits small business, improves employment oppcjrlu- 
nities, or promotes economic growth. The foreign ex|)e- 
rience with industrial policy shows that limited stratc'gic’s 
aimed at helping specific industries are likely to cause 
distributive problems that impede, rathci than (c^stei, 
small business growth and economic progicss. 


Manufacturing 
in the U.S. 
Industrial flase; 
Recent Evidence 


In Washington and in the media, current debates on lol^s, 
regional unemployment, and human resource clevoloj>- 
discussion on industrial policy ijro- 
posals. Other economic policy debates addioss the 

maJkeN^'!^^ H 'ntei national 

mi ^ influence global 

These mdustrial competitiveness proposals. 

chSse^in thM T of structural 

Change in the U.S. economy, particularly on curiont de- 
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Table 2.1 Size jnd Shmv of the ManiiliicUirinf> Soctoi, «•</ V'c.frs 

1980 


Manuf.iclurir>B 



Output 
{Billions 
of 1^72 
Dollars! 

Employ- 

ment 

(Mtllions) 

Capiltil 
Stock 
(Billions 
ot 1972 
Dollars) 

Pen on ta HO Share ol loMi 

Output 

tmpl<3y- 

niont 

( a))ilcil 

StO( k 

1950 

13T 1 

15 2 

106,4 

24,5 

n.7 

28 4 

1960 

171 8 

16 8 

140 4 

2JJ 

$1 0 

2S 8 

1970 

261 .2 

(9 4 

202 2 

24 1 

27 J 

21 5 

1980 

J5I 0 

20 3 

287,0 

21 8 

22 4 

2 1 4 


Source U S Department ol Commerce, Jiureau of economic Analysis, an<1 Li S, De().irinionl 
of Labor, Bureau of Labor Slalistics, as cited in the economic Kc/iait ol the Orc'sitlonl, 
February / W (Washington, D C . U S Government PrinlinH Ottite, I'ttW), p l!d 


velopments in manufactuiing. Both lypu-s of proposals 
focus on the alleged declining performance of the U.S. 
manufacturing sector; both assume a dec I mo Ijocauso of 
structural changes that threaten to permanently i educe 
the size of most manufacturing industiies. 

No distinction is drawn here botwc'en indiistiial pro- 
posals focused on the domestic versus international per- 
formance of manufacturing industiies. The definition 
adopted is that inclustiial policy is any explicit intc'rven- 
tion by the Federal Government to affect the distribution 
of resources to firms in specilic industiies, oi to cieale 
conditions that otherwise would affect the competitive 
abilities of these firms and mdusliies. 

Has “Dem- Arguments favoring industrial policy assume that (he ba- 

duslrialization" sic industiies are becoming clemclusltiali/ed, i.e., tliat 

Occuned? t[-iQ United States is oxpeiicncing a long-term doc lino in 

manufacturing which must be revetsed, il eronomic 
growth is to be sustained. Available evidence on the 
historical performance ol manufacturing does not su|)- 
port this assertion. Rather, recent data suggest that the 
manufacturing sector is growing moio slowly in output, 
employmonl, and capital stock than otlier sectors of (he 
U.S. economy. These slowei growth rales are refleclc'd 
as decreases in the relative shares of manufacturing in 
employment and capital slock (Table 2. 1) 

Manufacturing real output, as measurcjcl in conslanl 
1972 dollars, expanded by 170 percent Irom $111 bil- 
lion in 1950 to $35 1 billion in 19B0. Not capital sloc.k in 
manufacturing grow at (he same ia(o, up 170 pcnoiu. 
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from $106 billion to $287 billion (1972 dol(ais) over the 
30-year period Employment growth in manufacturing, 
however, was much lower, increasing 34 percent, from 
15 million workers m 1950 to ovei 20 million workers in 
1980. 

The stability in output share, slight decline in capital 
stock share, but greater decline in employment share, aie 
attributable to labor-saving technological advances that 
have increased worker productivity by doubling the ratio 
of capital stock per employee. Manufacturing output as a 
percent of total U.S. output remained fairly stable in the 
1950-1980 period, decreasing only slightly, from 24.5 
percent in 1950 to 23.8 percent in 1980. This decrease 
was much less than the drop in the employment share, 
down from 33.7 percent in 1950 to 22.4 peiccnt in 
1980, or in the capital stock share, down from 28.4 
percent in 1 950 to 23.4 percent in 1 980. The net effect is 
that the capital stock per employee ($ 1 06.4 bi 1 1 ion divid- 
ed by 15.2 million employees) was $7,000 in 1950; by 
1 980, the capital stock per employee had risen to over 
$14,000 ($287 billion divided by 20.3 million 
employees). 

Private researchers studying the worldwide slump in 
manufacturing that began in 1973 have compared (he 
changes since 1973 in U.S. output, capital, and employ- 
ment with long-term changes in these measuies to cletei- 
mine if growth rates have significantly slowed. Their 
conclusion was that the United States did not expci ionce 
absolute deindustrialization as measured by the size of its 
manufacturing labor force, capital stock, and output 
growth, over either the 1950-1973 period or the 1973- 
1980 period.' 

Nonetheless, efforts to document a decline in U.S. 
manufacturing continue. Among the most prominent is 
The DRI Report on U.S. Manufacturing Industries, w!ik h 
concludes that a relative decline has occurred in U.S. 
manufacturing industries, particularly since the micl- 
1960s.^ 

The DRI report describes a scenario of historical do- 
mestic decline in the manufacturing share of output anti 
employment The report attributes the growth of the 


See, for example, Robert Z. Lawrence, Cun America Ccim/ioicf 
(Washington, D C ; The Brookings Inslitiition, 1904), p )«, horoaltor. 
Can America Competed 

Christopher Caton, Roger Bnnner, and factor Diriiry. 
DR/ ;?eporf on U S Manufacturing tnchslneb. (New York. 
McGraw Hill, 1 984), p. 7; hereafter, DR! Report 



Amt’tican economy from the I'^UOs lliroiiKh the niid- 
l9(-)()s to llio ltK( lluil inclustri.il pioduc tion incto.isod 
more than total gross national pio<ki( I I he disappeai- 
anco of this margin atlc'i is viewi'd as heing due lo 
tho slowdown in manulactuiing whitli puHijiilalod thi' 
decline in maiuilcutiiring's share ol employmc'iit The 
share ol U.S employment in manufactiiiin}' aveiaged 5 \ 
percent m the 1953-1957 period, hut cic'clinc’d lo 21 
percent in the I97tl-I9tl2 pciicxl ’ 

To ftirlher support these linclings, the OKI repoit c'xam- 
inecl seveial key vanahles foi cac h of the 22 inafoi indus- 
try gioLips compiising the manufacluimg secloi; the 
industrial production index, expoil-imporl trade bal- 
ance, picxluclivity, employment, and wages lelatrve lo 
the total economy. At this level ol detail, it is deal that 
the incluslnes within the manutactunng sector have 
grown unevenly What is not examined, however, is (he 
giowth pattern hy firm size, spc’cifically, whether small 
businesses have oxhihiled higliei lates ol growth than 
laige businesses. 

The confusion about whethc'r demdustriali/ation has 
01 has not occurred lesulls trom an analysis leased on 
relative lalher than absolute change The DRI lepoit 
bases its conclusions on relative change, compaiing the 
share of manufac turing )ol)s with nonmainifac luring )ohs 
ovei lime, This employment shaie analysis igiiores the 
absolute gams in manufac luring pericxmanc cover time. ' 

Changes in both demand and supply factors have led 
to tho dc'cline in the manufacluimg share' of emjiloy- 
mont. As incomes have' risen, consumer demand has 
increased (oi services such as education, mc'dical caic', 
linance and real estate Conibinc'd with the greater pro- 
due livily in manufacluimg, this shift in demand has ac- 
celeratc'cl the drop in the omploymc'nl shaic' in 
manufacturing lelalive to the nonmanufactuiing secloi. 
Many analysts consider this shift lo he a clc'siralde adjust- 
ment o( supply in response to consumei demand. It is a 
liend that is occuriing m other inckisliial c'conomies as 
well as in the U.S. economy. 

Theiefore, although oveiall deinckisliializalion has not 
rxcuireci, the allegation of employinenl cleinckisliiali/a- 
tion continues lo be cited as a cenlial argumenl in favoi 
of industrial |X)licy. 


'DRI Wc/Kxl, |) 9. 

■'a nioio ric'laikxl explannlion of "Share's ,(s Indicators" appoars in 
Lawri'iKO, Ca/? Amcncti Coiiyycto^, pp 



Table 2.2 A\erage Annual Growth in Lmplo\ment and Numhci at Lnteipfises bv 
Industry Division, 1958-1962 (Percent^ 



Annual Emjilovmenl Growth 

Annual Ln lei prise Cwowth 

Industry Division 

iq76-HHJ 

I9'58-I<)77 

1976-I9(U 

1958-1977 

U.S. Total 

2.6 

2.6 

1.2 

1 9 

Small Business-Dominated 

Agriculture 

0 8 

NA 

1 1 

NA 

Construction 

1 3 

NA 

1 1 

NA 

Wholesale Trade 

2 5 

1 7 

1 5 

1 9 

Retail Trade 

2 6 

i 6 

“0 1 

0 1 

Services 

4 9 

6.0 

2 J 

5 (> 

Large Business*Dominatcd 

Mining' 

6 J 

0 7 

5 2 

- ! 4 

Manufacturing 
Transportation, Communr- 

09 

I 4 

0 6 

0 5 

cations & Utilities 
Finance, Insurance & Real 

2 2 

NA 

0 6 

NA 

Estate 

i 2 

NA 

2 4 

NA 


'The 1976-1982 changes in mining reflect expansion of the sample in this division in 
addition to actual growth 

Note The U S Small Business Administration, Office ol Advocacy defines «in industiy 
division as small business^dominated when 60 percent or m<)re of the division's sales oi 
employment ts found in businesses with fewer than 500 employees. By this (rileiion, the 
agriculture, construction, wholesale trade, retail trade, and service divisions are t lassitied as 
small business-dominated 
NA - Not Available, 

Source Data for 1976-1 982 based on unpublished data Irom U.S Small Business Adminis- 
tration, Office of Advocacy, Small Business Data Base, data for 1 958- 1 977 based on U S 
Department ot Commerce, Bureau of the Census, enterprise Statistics (Washington, D C 
U.S Government Printing Office, 1958 and 1977) 


Employment and Perceptions that demdusliialtzalion has occiiiiod in the 
Enterprise American economy arc linked to the dramatic long-term 

Composition of changes in the industrial composition of U.S. omploy- 

tH^f I R Rising consumer demand and changing lifestyles 

Inaustruii base ^ increase in the output of soivices and 

consumer goods in the United Slates The result has been 
a steep, long-term employment use in the small business- 
dominated service, wholesale trade and retail iiadc 
sectors."^ 

Since the mid-1 970s, the long-term pattern of employ- 
ment growth has continued, though at a slower pace than 


^"The Changing Industrial and Size C{)nipositfon ol U S. Ikisiness," 
The State of Small Business A Repot t ol the Piosidoni, A'fa/c/j tW 
(Washington, D,C.. U.S Government Printing Office, 1984), pp 
115-179; hereafter. The State of Small Business, 1984 
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in earlier years Longitudinal data, recently available 
Irom the Small Business Data Base developed by thoU.S. 
Small Business Administration's Office of Advocacy, in- 
dicate an annual rate of growth in service employment of 
approximately 5 percent trom 1976 to 1987, compared 
to 6 percent over the 1958-1977 period (Table 2.2 and 
Chart 2.1)7 At these rates, the service sector's employ- 
ment gams were almost double the all-industiy average 
annual growth rates o( 2 6 percent from 1976 to 1982 
and from 1958 to 1977. 

These data also confirm that a decline in inanufactui- 
ing jobs IS not occurring, but that growth in manufactur- 
ing employment has been slower than in most other 
industries Over the 1976-1982 period, the number of 
workers employed in manufacturing increased approxi- 
mately I percent per year, compared with a 1 .4-percent 
annual gain in manufacturing employment from 1958 to 
1977. The low employment growth in manufacturing 
reflects the slower growth of the business population in 
this sector than in the nonmanufactuimg sector; the pop- 
ulation of manufacturers expanded 0.5 percent annually 
from 1958 lo 1 977 and 0.6 percent annually from 1 976 
to 1982.^‘ 

While a significant number of jobs are generated 
through expansions of business enterprises, many more 

^Tho period belwccMi 1976 and 19«2 is emphasised boenuse it Was a 
lime ot increased economic instability for both ibc U S, and niobal 
economies This period covers a six-year cyclical span including an 
expansionary phase — following the 1974 d(>wnlijm--^in addition to 
the recent downturn 

^Appendix C of this report discusses the devclopmonl and siriictiirc^ of 
the Small Business Data Fiasc (S(iDB) The data in this leporl arc 
adapted from the Sf^PB longitudinal file called the United Slates 
establishment Longitudinal Microdaln 1-ile (USLLM) completed in 
June 1984 The compilalion ol this file is clescrihed by Catherine 
Armington and Marjorie Odie, "US Lstalilishment Longitudinal Mi- 
crodata fUSLLM): The Weighted Inlogratecl USiiLM 1976 to 1982 
Sample" t Washington, D.C., prepared for the Office of Advocacy, 
Small Business Administration (SBA), under award no SBA--2()41~ 
OA-79, June 1984} Compaiisons between the 19'5f}-1977 and 
1976-1982 penods aie made foi ihe five* industry divisions covered 
both by the historical data senes Cnlerpttso SVal/s/ks <E5} and hy ific 
SBDB A detailed exj^lanalion of the ES data appears in Chapter 2 of 
f'ho Suite o/’.Sma// Bt/s/ness, 1984, pp. 1 1S- 179 
”The (hi SI ness population consists of both enterprises and eslablish- 
menis The lei ms enterj)rise, firm, and company are used inter- 
changeably to refer to an indefiendonl business consisting of one nr 
more commonly-owned locations; individual locations are called 
establishments SceThcSuUoofSm.ilf Business, 1984, \ip. 124-126, 
for a complete explanation 
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Chart 2.1 Average Annual Growth in km/jlovnient and Niimhe/ at L-nti'ipiisos b) 
Indihtrv Diviwtn, 1970-19112 



Percent 


□ Employment Growth Enterprise Growth 

Source U S Small Business Administration, Otiice oi Advocacy, Small Business Data B.isc, 
unpublished data 

jobs are generated by new entrants into the business 
population, i.e , by growth in (he number of business 
enterprises. For example, services, which lankeci first in 
employment growth, also had the fastest annual giowth 
in number of business enterprises: 5 G peicent during (he 
1958-1977 period and 3.3 percent between 1975 and 
1982. 

While industry employment change is an integial part 
of deindustrialization arguments that support industrial 
policies, the business population as a souice of employ- 
ment is generally overlooked. Changes in the population 
of business enterprises represent future as well as cuironl 
employment opportunities. 
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Manufacturing 
Empfoyment by 
Firm Size: The 
Small Business 
Factor 


By selectively citing dala on the relative share at manii- 
fatlurmg jobs, industrial policy proponents contend lha( 
jobs in American manufacturing industries are cfeclining 
To remedy this perceived job loss, proposals are ottered 
for 'Targeted measures'" or industrial policies to direct 
resources into specific industry sectors which include the 
"traditional"" (smokestack, basic, oi mature) and "new" 
industries that emphasize high technology 
Research shows, however, that within the manulactur- 
ing sector, existing market mechanisms have already 
shifted resources from traditional industries toward high- 
technology rnclustj les Although output and employment 
declined in some traditional inclustncs, such as steel, 
autos, and textiles, over the 1970-1981 period, the de- 
cline was neither sleep nor lapid. The overall giowlh in 
manufactuiing, however, indicates that instead of dein- 
dustrializing or "'witheiing,"' the manufacturing base is 
actually changing its composition, pioducing less steel 
and fewer cars hut more high-technology products, such 
as office machines and electronic components,'^’ 


Recent 
Employment 
Growth * Firm 
Sfze and /ndi/stry 
Drvhfon 
Pe! spec live 


In recent years, extensive research has been conducted 
on where new jobs originate and how small businesses 
contribute to the creation of those jobs." General stale- 
monts concerning industry job growth ignore the vari- 
ations in job generation by firm size Acioss all 
industries, small firm employment growth during the 
1976-1982 period outpaced employment changes in 


((jr example, fJvfndu^tni}hAitton iind the Tv\o Tier So( ioiv 
(Washinglon, D C Industrial Union Doparlnienl, AFL-CK), 
as pifldislietl in U S , Congress, l louse, Committee on Banking, f i- 
nance, and Uiban Afltiirs, ln(lustn,d Pohiv f\irl 6, ebth Cong , 2nd 
soss , 25 Januaiy l9fM, Serial No p 25 

’^^Kobeil Z Lawience, '"Changes in U S Industrial Structure The Role 
nl Global loues, Secular Trends, and Transitory C'vcies," a paper 
prepaied toi the symposium on Industrial Change and Public Policy 
organi/ed by the Tederat Reserve Bank of Kansas City al jackson 
Hole, Wyoming, August 25-26, 

^ kSee, lor example, “Small Business Dynamics and Methods tor Mea- 
suring job Ccneralion," in The StMo of ^nwll Business A Report ol 
tho Ptrsfcicnt, Miiicb /y/lMWashinglon, DC. U S CTovernment 
Piinling Ollice, 19BJ), Catherine Arminglon and Maijorie Odie, 
“Small Business —I low Many jobs?" Bmoktnft'* Rev/eiv {Winter 
1982), p 1 , and t)avid i Birth and Susan MacCracken, “The Small 
Business Share of |oh Creation— Lessons Learned from (fie Use of a 
Longilutlinal Tile" (Washinglon, DC report on losearch tor die 
Office ot Advocatv, US Small EJirsiness Admimstratinn, under 
award no SBA-’5654-OA-8l, November t982) 


107 



Chart 2.2 Employment Growth hv Employment Size ot Firm, 1 976-1082 



0-19 20-99 100-499 500 + 

Employment Size of firm 


Source- U.S Small Business Adminislralioii, Oflice of Advocacy, Small Business Data Base, 
unpublished data 


larger firms Small ftrms with fewer than 500 workers 
added more than 7.4 million jobs, representing 62.4 
percent of the total 1 1 .9-milNon net job change over the 
six-year period (Table 2 3 and Chart 2 2) 

Most new jobs were clustered in the smallest and larg- 
est businesses, with almost 4.6 million workers being 
added in the smallest size class (0-19 workers) and al- 
most 4.5 million in the largest size class (500 or more 
workers). The rate of employment growth was gieatest in 
the 0-1 9 size class, which expanded more than 29 per- 
cent, almost two and one-half times the large business 
rate of growth. This job growth occuired in traditional 
manufacturing industries, as wolf as in the new manufac- 
turing high-technology industries. 

Data by major industry division show that the service 
sector was dominant in generating jobs between 1976 
and 1982, continuing the long-term trend from 1958 to 
1977.'^ Services grew by more than 5 million jobs and 
accounted for 44 percent of the total increase in U.S. 


'^Sliite ol Small Biisinesi, 198-1, pp. 115-179. 
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Table 2.3 Emfjloyment Growth by Enyyloymcnt Si7o of l-'tfrn. 


Total Number 

ol L'mployees i ni})[()VMU‘fi( ( aoulh 

( Til ou sand b ) I 7 ( » 1 7 


Tirm (employees) 

1902 

1976 

N umbel 

IVrt eni 

Total 

«7,B32..1 

75,961.4 

11,071.0 

15.6 

Small Firm 

Tola! 

46,709 t 

39,297 4 

7.41) 7 

18 9 

0-19 

20,172 0 

I.S,597 2 

4,574 » 

29 3 

20'99 

I4,S10 5 

12,81-1 2 

1,676 4 

1 3 1 

100-499 

12,026 6 

10,866 0 

1, 160 6 

10 7 

Large Firm 

Total 

■11,12.1 2 

36,664 0 

4,459 3 

12 2 


Note Small firms are defined here as firms with fewer than '500 cMiiployees 

Source U.S Small Business Aclministralion, Office of Advocacy, Small Busfness Uala Base, 

onpuhlished data. 


private-sector omployment (Table 2.4 and Chart 2..h. 
Small service enterpnses with fewer than 500 employees 
added almost 3 million jobs, compared with 2.3 million 
m large enterprises. Other fast-growing industry divisions 
were retail trade (2.2 million )obs), manufacturing (T.2 
million jobs), and finance, insurance, and real estate (1 
million jobs). 

A substantial portion ot the servic'e and liade gams are 
manufacturing-related. At one time, assembly woikers 
provided all of the value added in manufactuied goods; 
now more of the value added in manufactured goods is 
provided by workers in the distribution industries or by 
the consumer. Some functions previously jx’rformeci in 
the factory now may be done in a retail establishment or 
at home, foi example, dealer-installed automobile op- 
tions and consumer-assembled children's toys." 


Smali Film job 
C/owth in iho 
Smokestack and 
High Technology 
Manufacluiing 
Industries 


The "smokestack" and the "high technology" industries 
are most frequently mentioned in the industrial policy 
debate Advocates of government industrial policy inter- 
ventions proposed to redirect resources in order to re- 
store the vitality of smokestack industries and to maintain 
and accelerate the growth of high-tochnology industries. 


"''The De-lnfliislrinli/alion of (he Uniletl Sliitesf" iis i next hy Leon 
Tnubm leslimony before U S., Congress, IToirso Committee on U, ink- 
ing, rinnneo nnci Urban Affairs, Status at the L'conomy, ‘)«ih Cong., 
1st sess., May 26, p SO. 
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Chart 23 Sources of job Growth bv T\pe of Cbtabli^^hnicot Uwn^o and bmpU>y- 
menl Size of Firm, 1970-’19d2 



Note Small (iws are detined here as firms with fewer than SOO employees 
S'isb'ld dir” Office of Advocacy, Small liusmess Pa, a Hase, 


no 



However, the ptiUerns ol job giowtl) ptulu iiLi/ly ll}<' 
rapid job gains in small firms — indic Me r(‘s{)ui( v ininio 
hility IS not a problem within lliese industi u's 1 lir inovt' 
ment of resources away from the liadiliontiJ »ukI lo high- 
technology industries is evident in th(‘ subsianti.ilty 
greater employment gains in th(' high-l(‘c hnofogy g.ioup 

Although theio are vaiiafions in giowtii i.ites by hini 
size within these two industry grout)s, thme^ is <1 consis- 
tent pattern of higher job growth in small jiinis ol lewtn 
than 20 ernploycGs than in other size <. lassies ot lirnis I h<' 
more dynamic job gams in these small linns irr^ply tln^y 
are utilizing resources in response lo changing c otnjHne 
live market forces and aie expanding em[)l()yni(»nt in this 
process of resource reallocation. 

There is no universally accepted or exac i dcdinilion ol 
either the smokestack or high-teclmology uuiustiK's. 
There are, however, coilain characleiislic s gcMU'ially as- 
sociatcd with oacli calegoiy. Smokestac k manulac luring 
industries arc heavily capilahinlensive, iilili/(» oIcIcm 
technologies, and adapt slowly to tec hnologic'al c liangc^ 
By contrast, high-technology incluslric's are kiiowltnlge- 
mtensive and quick to adopt MaUM)l-ilu'~arl" 
technologies 

The most widely accepted formal definition, dc’vc'f- 
oped by the Bureau of Labor Statistics, cH)ualc^ higf^ 
technology indusliios with knowk*dgt»-ini('nsiV(‘ 

manufacturing inclustites that employ moie cMiginecMs, 
scientists and technical workers than in all manufac lur- 
ing, and have a high level of leseaicli and (Icwc'lopnu'nl 
expenditures. Recent reseaicfi studios have' i)ioa(l('n(»(l 
the definition of high-technology induslrios to include' 
service industries that arc related to oi use higIvU'c hnot- 
products, c.g , consulting In ms (hat clc'vc’lc)p nc'w 
software and personal computer i eta ding. 

Under these clofinitions, most high-lc'chnology indiis- 
tries are dominated by large businessc's. Large' liinis with 
500 or more workers employ 94 percent of Li . S, sc'ientisls 
and engineers and account for 96 perc enlof u'scMich and 
development oxt^enciitures — including company and 
federal funds.'"’ 


for example, Richard Riche, IJaniel I lleckc'r, and John t) 
Burgan, lechnology Today and 'lonKjrrow: A Small Slice* of 
50 Monthly LM)or Review pp 

'^Nalional Science* loundalion, "Trends in Small ( ompanicV 
CxpenclULircs" (Washinf»(on, O.c: . Nalional Scicvia* Icuindalion 
June 1994), pp 1-1. 
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Source U.S. Small Business Administration, Office of Advocacy, Small Business Data Base, unpublished data 



Although smokestack and higivtechnology industries 
are closely scrutinized in mdusliial policy deliberations, 
these industries account for a small proportion of manu- 
facturing employment Both industries combined repre- 
sent only 22 percent of all U.S manufacturing 
employment, a total of 5 1 million of the 2J 1 million 
jobs in the manufactuiing sector In spite of this limited 
scope, the question of deindustrialization has focused 
attention on the smokestack industries, while the rapid 
employment growth in the high-technology industries 
has demonstrated their potential for creating future jobs 
The U.S Department of Commerce estiinatos that from 
1979 to 1987, high-technology industries will have ex- 
panded their employment 19 percent, offsetting the 17- 
percent decline in smokestack industry jobs (Table 2 5) 

To illustrate the employment performance ol the small 
business component within both categories of industries, 
employment growth rates by firm size for the ten industry 
groups representing high technology were compared 
with growth rates for the five groups representing smoke- 
stack industries. 

Within these groups, growth rates vary widely by size 
of firm. However, there is a pattern of higher job growth 
m small firms of fewer than 20 employecs^than in other 
size classes of firms. 

Not only were small firms consistently expanding em- 
ployment in the fasbgrowing industries, but they were 
also adding jobs at sizable rales where the industry group 
was not performing as well in generating jobs. For exam- 
ple, in steel mill products, total employment fell I I per- 
cent from 1 976 to 1982; the smallest size class grew 80 
percent, reflecting (he emergence of "mini-mills" utiliz- 
ing the latest technologies.'^* 

Employment in the machine tool industry also reflect- 
ed the impact of technology adoption by small lirms, as 


'*’1 he (lata c tied ate for 1 982, based on the USrLM tile; see exp I a nation 
in Appendix C of tins report 

'^Ihe U S Department of Commerce classification of industries into 
the high -tech no logy and smokestack categories represents a |udg- 
montady selected sample; see Jolin L C remeans, Gurmukh Gill, 
Virgil Ketierling, Ann Lawson, and Kan Young, "Stiucliiral Change in 
the U.S Economy 1979-1987, High Technology versus Smokestack 
Industries," Bureau of Induslrral Economics, U S Department of 
Commeice, 19&f US. /ndi/srna/ Ot/l/ook (Washington, D.C. US 
Government FTinling Office, January 198^), ])p 19— IS 
'®Mini-mills aie small, technologically advanced firms that use electric 
furnaces to convert scrap into steel and to produce one or two custom 
products. 
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jobs in lirms witli uiKler 20 eiiiployt'os incrcMsocI 
porcenl.''’ 

The smokestack industries are leprescMitative ot what 
has occurred thioughout manufacturing Between i‘}7f) 
and 1982, all manutactunng turns added 1.2 millK5n net 
new jobs, of which 54 percent, or 651,000 jobs, were 
added i)y small lirms with fewer than 500 workers. 
Across the 20 manufacturing industry sectors, the small- 
est firms with I— T9 workers were expanding the most 
rapidly, oven in the seven sectors with ovotall net job 
losses: Textile Mill Pioducts; Ajaijarel and Other Textiles, 
Lumbei and Wood Products; Paper and Allied Pioducts; 
Leather & Leathei Products; Stone, Clay, and Glass f^io- 
ducts, and Primary Metals (Table 2 6) This smallest si/.o 
category of firms added almost 890,000 now jobs, but 
the gain was partly offset by jol) losses in olhei small 
business size classes 

Greater employment gams have been made in the con- 
sumer-oriented nondurable goods inclustties than in du- 
rable goods industries. )ob gains in the smallest films are 
more dynamic than in other firm size classes, implying 
that those smallest firms are utilizing resources and ex- 
panding employment in response to changing market 
forces. 

Research also shows that the groalei dynamism of the 
high-technology inclustties is ImkocI to sucxessful small 
firms. Recent analyses comparing high technology, all 
manufaciuiing and business set vices, and all nonfat m 
industries except goveinment, conlitm that across inclus- 
Iries, the most rapid rates of employment giowlh have 
occurred in small husinosses with under 1 00 emijioyec’s 
In the 88 detailed high-technology industries studied, 
these small single-estahlishmenl limns giew by 48 pc'j- 
centfrom 1976 to 1982, while small multi-establishment 
firms expanded by 44 percent (Table 2.7). Large single- 
establishmonl firms of more than 500 woikeis expei- 
iencecl substantial job losses over this period, bill there 
were employment gains in large iniilli-eslabltslimc'nl 
firms in two size classes; employment m the 50()-99‘) 


’ hhc •idoption of now lochnologios hy small fiims is ox.iiniru’d in Iho 
U.S , CouRross, Joint QonomK CT)mmillo(“, New lei hni)li)fiy tn Ihe 
Ameiu an jVla< hinviy Imliistiy rrvml\ ,viii Impk .ilioii-,, 'Jllth C ong , 
2d sess., March 2, I'JIM, S PrI <)t)-l4lt. 

^"Tlio ItfcxrkinRS InsliUition, Ikismoss Miciodata "I ligh Icth- 

nology Lmploymoin CJrowlh, 1476-1 <)fH): C onsidoralions ol I irm 
Sue" (Washiniiton, O C., prepared for the National Sc ic'iic e ( cutnda- 
tion, June 1984). 
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class by 4 percent 

The sharp increases in small lirm employrneiU are par- 
ticularly noteworthy because the pioportion of c'n)[>l(>y- 
ment in small businesses vanes widely acrf)ss hiph- 
technology industries (Tables I 8 and A2 1 5) The gieat- 
est share ot employment in small firms with fewer than 
100 workers is found in the industrial patterns industry 
(SIC 3565) where 9,756 jobs or 92.5 percent ol llie em- 
ployment IS in small firms. At the low end ol die sfiec- 
Irum, only 0 3 percent or 1,424 jobs out of the 474,63 I 
in aircraft (SIC 3721) are in small businesses. 

Yet even in the large business-dominated high-tech- 
nology induslrics where employment has declined, small 
firms are consistently generating jobs. Unfortunately, the 
dynamism ot small firms is obscured by the aggregation 
of data in the research studies of these industries. In high- 
technology industries, it is evidcMil that small firms are 
contributing disproportionately to employment giowlli 
tbioLigh their introduction of innovations and their ex- 
pansion at latei stages ot the pioduct/businoss life cycle. 


Determinants of 
Small Firm Job 
Growth in U.S. 
Markets 


Why small businesses liave consistently exhibited em- 
ployment vitality, even in declining industries, is a rel- 
evant issue? for economic policy and industiial stialegy 
discussions. Several factois have contiibuted to U S, 
economic piogress over the 1976-1982 period. These 
factors — entrepreneurship, the ability to expand as 
demonstrated by employment growth, and innovation — 
influence small business vitality and giowlh. Economic 
progress is delorminoci l)y entropreneurship and the (ex- 
pansion of existing businesses; both are influonK'd by 
innovation.^’ 


U.S. 

Untioprenourslup 
Since the Mich 
197(h 


Entrepreneurship, the citation of new indepcndcMit busi- 
nesses, IS an important national lesouice that is influ- 
enced by national policies. Through entiepieneurship, 
innovations are inlroducccl into the marketplace to ini- 


‘^’A(()m|)relu'nsivc(lis( irssion ofllu* rok'vanl 1 1 (ora lure appodrs ifi Mor- 
ton 1. KtiiTHon and Nafu y 1. Sc hwarl/.. Market Sttiu two and /M/)ova- 
lion (Camhridgo* Cambridge' Univuisily t»ross, IStU), hi'rcsiflt'r, 
Matkot StrucJuio, 

'^'^Karl 1 1 Vespor, LnUof)rof)owd)fp and National Pofuy, I k'llor Insii- 
lulo for Small Jkisinoss Policy Papers, as died in U S., < ongress. 
House ConimilU'o on banking, rinanco, and Urban Allairs, tniliMnaJ 
Policy, Cong., 2d soss.. Pail 2, p JH. 


119 



6 'I S - 

fc t— 


j-i -I— m Q m ol 

■'I in in 'T 

■o 1 r-s — ^ 


rn tn m ^ 
« O '-' »- 

rn m CO 


I O ^1 hsi— 
O GO 'I' CO in 
00 vO 


00 vD •■) m 
1— ffi ni o 
^ ' 0\ •~' 


c^0'«^'^0'— 
^ 1— rn O 

vO —' O '-' GO 


O T- J- 


120 



3568 Mechantcal Power Transmissfon Equip- 
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prove consumer choice and build economic strength so 
the Nation can compete etfectivoly in global markets. 

There is, however, no measure of entrepreneurship 
that counts both the newly self-employed ancJ new busi- 
nesses with employees. Proxy measures generally used 
are the data compiled by the Dun & Bradstreet (D&B) 
Corporation on business starts and business incorpora- 
tions.’’ The incorporation data have been publicized ex- 
tensively as indicators of an "entrepreneurial explosion" 
in the U.S. economy over the past 30 years Much of 
this increase in entrepreneurship is thought to have oc- 
curred since the mid-1970s; by D&B estimates, there 
were 533,500 incorporations annually by 1980, a 65- 
percent increase over 1975. These data, however, show 
only one side of the changes. 

Because 1976-1982 was a period of increased instabil- 
ity in the American economy, a criticai question is 
whether the industrial base has expanded as a result of 
these new business formations. An expansion of the busi- 
ness population comprising the industrial base would bo 
occurring if more new businesses were being created 
than dissolved. The Office of Advocacy is developing a 
capability to compare new business formations, termed 
"births," with business dissolutions, termed "deaths."^* 
This research investigates how small firms rrlove re- 
sources into expanding industries and out of declining 
industries. Two hypotheses are to be tested: 

1 . Factors of production utilized by small firms are more 
mobile than those used by largo firms. 

2. Through faster entry and exit, small firms are respond- 
ing to market changes more quickly than large busi- 
nesses. Small firm entry prevents bottlenecks in an 
expanding industry; theirexitalleviates excess capac- 
ity in declining industries. 

The implications of this research for industrial policy are 
apparent. If small firm formations and expansions are 
channeling resources from declining to growing indus- 


detailed discussion of those measures and Iheir limitations is pre- 
sented in "Business Formation and Dissolution," The Suite of Small 
Business. A Report of the President, March I V83 (Wash inaton, D.C.: 
U S. Government Printing Office, 1983), pp. 1 35- 1 6.3 
^"•john Naisbitt, Megatrends; Ten New Directions Transforming Our 
Lives (New York: Warner Books, 1 982). 

^^Steven Lusigarten, "Firm Size and Resource Mobility" (New York: 
Baruch College Research Foundation, research in progress under 
award no. SBA-7156-OA-83). 



trtes, then the cycle of industrial change is already occur- 
ring under free market conditions; thus there is no basis 
or need lor industrial policies 

Preliminary data from this SBA-sponsored research 
provide a birth rate, which represents the number of 
enterprises formed over the 1 976-1 982 period per each 
100 enterprises in the 1976 base year.'^^' A death rate, 
defined as the number of enterprise dissolutions per 100 
enterprises in the base year, has also been calculated. 
These birth and death rates can be compared within 
industries and within size classes of firms by constructing 
a ratio of biilhs to deaths (Table 2.9) 

A ratio greater than 1 represents a faster rise in births 
than deaths within an industry size class. For example, 
the highest birth-to-doath ratio of 2 24 in the 0-4 fiim 
size class in sei vices means that from 1 976 to 1 982 there 
were 2.24 service enterprises born, or formed, in the 0-4 
size class for every 1,0 service firm that died, or was 
dissolved, in this size class. Alternatively stated, service 
firm births wore more than twice the deaths in the 0-4 
size class. 

Biiths were also more than double the firm deaths in 
the 5-19 size class and one and one-half times the deaths 
in the 20-99 size class in services. These data show that 
the expansion of the small business population in ser- 
vices and the rapid employment gams in this industry 
division were occurring simultaneously. 

A high birth-to-dealh ratio is also found In the small 
business size classes of finance, insurance, and real es- 
tate. Over (ho 1976-1982 period, this industry division 
ranks fourth in job giowth among the nine industry divi- 
sions, but second in number of business births. The high 
birllvlo-doath latio is indicative of the increased business 
foi matrons following the deiegulation of financial service 


-^^‘Mosl Hilly SOS uso csiablishnient births as a proxy for new business 
forniadons Those data, however, represent actual enterpuse births 
and cleallis based on firms that are single, unaffiliated establisli merits 
(“simples") and firms that have niulliestabfishment components 
(“tops"), riieso concepts arc fundamental operating definitions 
adopted for tlio development of the SB DB as explarneff by Candee 5 
Hams, “USIXM: U.S Establishment and Enterprise Microdata, Ver- 
sion V (Washinglcjn, D.C piepared for the Office of Advocacy, 
U.S Small Business Administration, under award no S BA-5 654- 
OA-Bf, April I9BJ). The analysis Is based on comparative static 
data. Migrations of firms acioss size classes are reflected logotJier 
with the dynaiTiK changes, I.e., changes due to actual increases or 
dec reasc's within each size class. 


12T 




Table 2.9 Ratios of Enterprise Biiths to Deaths by Industry Division and Employ- 
ment Size of Firm, 1976-1 962 


Industry Division 

Ratios by Employment Size of Firm 

0-4 

5-19 

20-y9 

100-199 

500 + 

Small Business-Dominated 






Agriculture 

1 91 

1 23 

0 85 

0 71 

0 54 

Construclion 

1 41 

1 30 

1.04 

0 80 

1 25 

Wholesale Trade 

1 62 

1 44 

0 81 

0 70 

1.10 

Retail Trade 

1 03 

1,08 

1 21 

1 07 

0 80 

Services 

2.24 

2,13 

1,40 

0 98 

0.51 

Large Business-Dominated 






Mining^ 

2 32 

2 43 

2 19 

2 04 

1 19 

Manulacturing 

1 46 

1.42 

0 87 

0 60 

U 82 

Transportation, Communications & 






Utilities 

1 38 

1 38 

I 04 

0 79 

0.76 

Finance, Insurance & Real Estate 

2 28 

2.00 

1 35 

0,62 

0 58 


’ The 1976-1 982 changes in mining reflect expansion of the sample in this division in addition 
to actual growth 


Note The U S Small Business Administration, Office of Advocacy defines an industry division 
as small business-dominated when 60 percent or more of the division's sales or employment is 
found in businesses with fewer than 500 employees By this criterion, the agriculture, con- 
struction, wholesale trade, retail trade, and service divisions are classified as small business- 
dominated. 

Source Calculated from preliminary data developed by Steven Lustgarten, "Firm Size and 
Resource Mobility" (New York. Baruch College Research Foundation, being conducted under 
award no SBA-7156-OA-83). See also Tables A2. 16 and A2 17 


Industries Births have risen as regulations wore 
eliminated. 

Factors such as capital requirements and regulatoiy 
barriers have inhibited lirm entry into manufacturing, 
although the birth-to-death ratio of more than 1 in the 
small manufacturer size classes indicates that firm births 
are exceeding dissolutions These rates show that in 
manufacturing, small business entry can and does occur 
in the 0-4 and 5-1 9 size class, while larger scale dissolu- 
tions are greater than births. 

Large scale enterprises are also being formed in the 
500-and-over size class In wholesale trade, for exam- 
ple, there are 1 1 large business births for each large-firm 
death. The higher birth rate is attributable to the large 
minimum scale of operation required to enter and be 
profitable in many of the distribution industries. Business 
formations require a minimum scale for entry based on 
factors such as capitalization and capacity that vary by 
industry. 
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What (s also occurring in the larger size classes is that 
businesses are "born'' through divestitures rather than 
through new business formations 

Some advocates of industrial policies discount the im- 
portance of small firm employment gams by maintaining 
that jobs in small businesses are not permanent but are 
created temporarily by firm births,"^ It should be noted 
that this criticism is based on analyses of establishment 
data, not data on independent enterprises or firms 
While some employment growth results from enter- 
prise births, a substantial number of new jobs from 1976 
to 1982 were created by the expansion of small firms. 
Through the addition of new branches, called establish- 
ment births, small firms generated almost 11,5 million 
jobs, while through the expansion of existing branches, 
small firms contributed an additional 9 8 million jobs, for 
a total of 21 .3 million new jobs in small businesses (Ta- 
ble 2.10 and Chart 2,4) Over 10 million of these jobs 
were added in the smallest size class of firms with fewer 
than 20 workers. Over the 1 976-1 982 period, large busi- 
nesses with more than 500 workers expanded employ- 
ment more slowly, adding 17.5 million jobs. These 
employment gams were eroded by losses because of 
deaths and contractions of both large and small firm 
branches or establishments, resulting in a 1 3.1 -million 
job decline in large businesses and a 13,8-niillion job 
decline in small The overall effect is that small firm 
establishments contributed 62.4 percent of the net in- 
crease in employment from 1976 to 1982, 

Entreprencuiship and employment growth are clearly in- 
fluenced by innovation. Entrepreneurship is often the 
lealization or actualization of innovation Economists 
have concluded that "the competition of now rivals in an 
industry spurs rapid technical advance. Consequent- 
ly, innovation is linked to expansion. Recent research 
shows this connection between innovation and industry 
expansion in terms of employment growth. This research 
identified innovations introduced into the market in 
1982. Since an average of 4.3 years are required for 
small 01 large lirms to biing an innovation to market, the 

Bluoslono «ifid Bonn ell fl am son, The Dcmdustruiliytition of 
Amcifca (New York: tiasre Books, pp 220-22A 

"^^SuniiTiary of work by G B Sliglcr, "Industrial Organisation and Eco- 
ncjmjc Progress," in L.D. White, ed., The SuUc ot the Soaal Sciancos 
CCliJcago. Univoisily of Chicago Press, 1 956), as cited in Kamien and 
Schwartz, Market Structure, p. 91. 
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Chart 2 A Growlb Compcwson oi Smtibesl cind Lirgest Firms by Inciuslrv Division, 
1976--1983 



Employment Size of Firm 


I 0‘19 Employees 


CD 500 -F Employees 


Note The U S Small Business Administratjon/ Olfrce of Advocacy defines an industry divi- 
sion as small busmess-dommated when 60 percent or more of the division's sales or employ- 
men f Is found in businesses with fewer than 500 employees By this criterion, the agriculture, 
construction, wholesale trade, retail trade, and service divisions are classified as small busi- 
ness-domrnated 

Source U.S Small Business Administration, Office of Advocacy, Small Business Data Base, 
unpublished data. 


126 





127 



Chad 2.5 innovations Per Million Employees by Employment Size ot Firm, i9Q2 


60 


50 



Small Firms 
Large Firms 



All fndustnes Increasing 

Employment 
Industnes 


20.2 



Decreasing 

Employment 

Industries 


Note Small lirms are defined here as lirms with tewer than 500 employees 
Source’ Keith L. Edwards and Theodore ] Gordon. "CharacteriZiition of innovations Intro 
duced on the U S Market in 1982'" (Glastonbury, CN prepared for the U.S Small Business 
Administration, Oflice of Advocacy, under award no, SBA-6050-0A-82, March ) 984), p 46 


innovations studied represent new products and pro- 
cesses underway during the late 1 970s, a period roughly 
coincident with the period covered in this chapter 
A primary finding of this study is that the innovation 
rate, or number of innovations per miltion employees^ 
for smalt firms substantially exceeds the innovation rate 


Keith L Edwards and Theodore] Gordon, "Characterization of Inno- 
vations Introduced on the U.S Market in 1982" (G)astonbury, CT. 
prepared for the Ottice of Advocacy, U.S. Small Business Administra' 
Iron, under award no. SBA-6050-OA-82, March 1984), p 6J, here- 
after, ‘’Characterization of Innovations " 
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lor Icirgc tirms Tho small hrm ralu (s 3b 2 mnovalfons 
compared to 3 1 innovations by larj^e firms (Cliart 2 S) In 
addition, in both increasing and decreasingernf^loyment 
industries, the small firm innovation lates aie higher tlian 
the large firm rates 

The innovations wore also classilicci by industry code 
ot the innovating tirm and were summarized by industry 
division (Table 2.11) Significant dittorences exist be- 
tween the small and large firm innovation irequency with 
respect to industry division A liigher percentage ol small 
firm innovations occurs in the manufacturing and whole- 
sale industries, while a higher percentage of the large 
firm innovations is present in agriculture, mining; con- 
struction; transportation and utilities, retail, finance, in- 
surance, and leal eslalo; and services. This is not a 
surprising I inci mg since 96 percent o( research and deveh 
opment expenditures arc made by laige 

businesses. 

More relevant to the industrial policy debate is that the 
frequency of innovations by small businesses is as high as 
it is, and that such a high proportion of manufacturing 
innovations aie introduced by small liims II all innova- 
tions for the large and small firms are compared, the 
margin between these two gioups is very small. Laige 
firms accounted for more than 2,800 innovations, while 
small firms introduced 2,100 innovations. Tins moans 
(hat foi Gveiy innovation originating m small businesses, 
1.3 innovations were conliibuted by large businesses 
For maniifactuiing, the differential is slightly lower; foi 
every innovation by small films, there are 1.25 innova- 
tions by large fiims. 

This low differential between the fiequency of innova- 
tions by small and large firms implies a mud) greater 
"inventive outpuT' per dollar of R^D spending by small 
firms than by iheii large counterparts/'’ 

In manufacturing, which includes 78 percent ot the 
industries represented, the small firm conlnbiition of al- 
most 2,000 innovations comjDaiod to 2,500 by large 
lirms IS particularly noteworthy, as manufacluiing is 
laige business-dominated, with only 35 percent of man- 
ufacturing jobs in small businesses 

Of the 4,938 innovations studied, 3,700 oiiginnted in 
industries where employment is expanding, suggesting 
new cycles of indusliy growth. Past studios ol innovation 
have shown that opportunities for small firms [end lo he 


”^Kam<efi and Sell war I/, Mdfkcl Structure, p 67. 
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JMe 2 ^^,s,nbu„on of InnovaOon. by Industry D.v.s.on and Emplovmcn, 5,^o F.rm, 
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j>redtt-'st in (he earliest stages ol tfie product cycle {i e , 
when an industry is least mature) During this stage, 
economies of scale are not imporlant, niaikel shares are 
volatile, and rates of entry and faikiieare high l-iim entiy 
IS principally dependent on scientific and technological 
capability, but as technologies mature, scale and efli- 
ciency in production bcccrmo incicasingly moie impor- 
tant, and opportunities for small firms become fewer 
The high frequency of small firm innovations indicates 
that mature manufacturing industiies are mlioducing 
new products and prr^cesses that could create opjaorluni- 
Nes for small lirms and open a new growth cycle in these 
industiies. 

The Foreign An assessment can he made of the foreign extaoiience 

Experience: with industrial policies to determine whether such poli- 

Indusfrial Policies ^los have promoted small businesses in the prcjcess o( 
and Slow economic growth. 

Employment industiial strategies adopted in Weslein Euiope 

Growth jiaco World War II comprise industrial poli- 

cies foi export promotion and for integialing internalioii' 
al tiade with domestic economic performance. Those' 
policies cover a diverse range of activities' management 
of currency exchange rates; special linancing and (ax 
measures to piomotc exports; government involvement 
in the granting of majoi trade contracts ahioad; nonlaiiff 
trade baiiiers; financial measures to promote new indus- 
tries, firms, pioclucisand technologies, and to encourage 
modernizalion and expansion; policies to influence the 
structure of competition and to oncoiiiagc economics of 
scale; and consensus-builcling incasuies, Ixrth formal 
and informal, among economic seclois. All of these poli- 
cies arc interventions designed to rediiect resources to 
specific firms, industries, or industry activities (hat are 
designated under a government plan.'-' 

There has been incieasing evidence dial ihcso foreign 
industrial policies have not proven successful in c reating 
employment opportunities, either in their manulactuiing 
sectors or in their overall economies. 

?■) 

'“Siimmaiies of the individual nations' policies may be found in U.S , 
Conj»ro<»s, jofnl Economic Conimillco, Polrcios toi /nr/i/sf/za/ Cjiowth 
m Competitn'O World A Volume ol l:sstiy\ Jotnl ('omniitloo Print, 
DHlh Cong , 2(1 sc'SS , April 27, 1984, pp 4-12. A d(*Uijied i(t*mi/c)“ 
lion of polic los by nation is proscMiled in Molvrn Krairss, "M inopcMnt/' 
inj 5 ' (he U S Ixfjnomy The Enduring Appeal ot ihc^ ('(jfjioralisl 
Stale/' in fhe IndusU hi! Policy Dohato, Chalmers |ohnson, od, (San 
r rancibco, CA: Instilulo lor Contemporary Studies, 1 984), pp. 71 -'90 
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Table 2.1 2 lot.iLmd Manufacturing )ob Growth m the United date-, and SVMfa/ 
< Jihi-r liHhi-.trialized Nations, } 960- 1 982 (Percent) 



1960-1980 

1970^1980 

1980 CKU 

Total Employment 




United States 

19.5 

24.9 

0..J 
t « 

)jpan 

rMnct* 

\A a 

94 

B,7 

i.9 

(jf rrnanv 

1 b 

- 1 4 

- J 4 
-(> f 

(jrtMt Rriiain 

2 7 

\ i 

ftalv 

-4 9 

7 0 

i) U 

Si ihediinds 

12 4 

! 9 

- { 1 

n 

7 1 

9 8 

- t 

Manufacturing Employment 




United Stales 

20.1 

5.8 

-7..5 

1 ipan 

4S 8 

--0 9 

0 8 

PrarKi' 

7 8 

“3 8 

NA 


9.8 

-95 

NA 

(jrtMf fJntain 

-4 6 

- f8 1 

- IbO 

I’aK 

lO.O 

3 6 

- t 8 

St'thc rfiinds 

4 0 

- 19.7 

NA 

n 

-5 0 

-3.7 

-7.7 

\ut» s \ - Not Avaj fable 

Bureau nl Labor Slatjstrcs, 

Statist tea) Supplement to tntornatK^nal Com pansun \)\ 


t 'mrn;)li)vni(';)i Bulleiin, Sepiember I98i, asciled (n U.S Congress, joiiK be oiKitnit ('oaiiiiil 
t«f, Intluiin.il Polic\ Moiemeni in the United States ts It The Answet (, 90(h (.ting. , 2cf siss , 
Vir'A S Pri p 31 


From 1960 to 1980, the Untted StatOi (ncroasod its 
total employment much more rapidly than either Jajraa 
or Western European natrons (Table 2. 12). U.S. employ- 
ment rose 19 5 percent, while the European job gains 
ranged from only 1.6 percent in Germany to 12.4 jH*r- 
cent irr the Netherlands. Italy experienced a job loss of 
approximately S percent over the 20-year period. 

In Japan, total employment grew almost 15 percent, 
outgrowth m manufacturing employment, at 46 percent, 
was rnore than double the rate of U.S. maniifacluiing 
growth, at 20 percent, during the 1960-1980 period. 
However, the U.S, far surpassed the Western Eurojiean 
nations in manufacturing employment gains. 

t IS significant to note that the Japanese growth was not 
continuous but was attributable to Japan’s follower posi- 
lon until this nadon caught up to the other industrialized 

manufacturing jol)s actually 
" Slight decline in this 

almnsi f ‘ jobs continued to expand, up 

almost 6 percent during the same period. 
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rhu slower overall U 5. growth and the manufacturing 
clecirno trom 1980 to 1982 reflect the impact of the re- 
cent cyclical downturn in the U S 

It may bo argued that the poorer recent |ob peilor- 
mance o( the Japanese and Western European econo- 
mies IS at least partially due to the adoption of industrial 
policies that deflected resources away Irorn the small 
business sector, which in the United States is contribut- 
ing to higher growth through entrepreneurship, employ- 
ment expansion and innovation. 

Over time, Japanese industrial policy has shifted its 
original post-World War II emphasis on economic recov- 
ery lo economic growth during the 1950s and 1960s 
During the 1970s, however, Japanese government policy 
increasingly sought to limit competition and to promote 
economies of scale and big business. Under European 
industrial policies, small businesses receive a small pro- 
portion of direct government assistance For example, 
the share of industrial subsidies lo regions and small firms 
ranges from approximately 13 to 25 percent of the total 
subsidies provided m Great Britain, Italy, Norway, and 
Sweden (Table 2.13). By contrast, government rescue of 
specific large firms represents 30 to 50 percent of the 
subsidies provided in each of these countries. 

Moreover, Japan and Europe are moving away liom 
direct government subsidy and government management 
of the economy toward fieer, competitive maikels and 
market mechanisms For example, these nations arc now 
seeking to replicate the American model of venture cap- 
ital sponsorship of business. In the United States, the 
vcntuie capital industry is an important source of funding 
for business startups and expansions The share of ven- 
ture capital to startups has risen dramatically in recent 
years from approximately $0.5 billion oi 35 percent in 
1981 lo $1.3 billion or 45 percent in 1983.*'^ Venture 
capital IS a critical link in the process of cnlicproneur- 
ship, business formation, and small firm expansion 
through innovative activity.^'’ 


^ ^ U . S Co n gross , Jo I n 1 Cconom I c Com m i tleo, Indih Inn I Pohe y Mo vo- 
mcnl in the United Slnten: /s It The Anwed, 9«|li Cong., 2d soss,, 
1984, S Prl 98-196, p 46 

"^‘^"ll's The Morning After for Vcnluie CnpiCilisls," fhistno**** Wee^tSop- 
lember 24, 1984), pp. 118-119, 
sunirnaiy of (he venlure capital process and relcvanl reseaic h may 
be found in Gerald L. Tergon, 'Tul)lic Policy Affoclrng Lnireproneur- 
ship, Venlure Capital, and lochnology," a papei presented at Bahson 
CoKogc, April 2^, I98J 
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The component ot the economy that responds most read- 
ily to structural change is small business. The arguments 
that support industrial policies, however, ignore the 
changes that aie occurring by firm size Instead, thesi* 
arguments focus on data that allegedly show that the U S, 
industrial base is "deindustrializing." Although the U.S 
manufacturing industries are continuing to expand out- 
put, capital stock, and employment in absolute terms, 
there has been a decline in the relative share of employ- 
ment in the manufacturing sectoi, thus the assertion that 
a deciease in manufacturing industries has occuriecl. 

Within manufacturing, however, small firms are add- 
ing jobs in both the matuie smokestack industrios and the 
new high-technology industries, indicating that small 
firms are redistributing resources in order to expand. The 
high frequency of small firm innovations in inanulactui- 
mg also signifies futuie employment opportunities. 

Across industries, there is evidence of a high late of 
small business births, which are exjaanding the popula- 
tion of business enterprises and creating the potential for 
future employment growth. Existing enterprises are gen- 
erating jobs by adding branches, i.e., through establish- 
ment births, in addition to expanding within existing 
establishments. The entry and exit of small businesses 
shows their flexibility and adaptability in using resources 
and in responding to cyclical fluctuations. Duiing the 
1970s, the number of jobs in every major iiidustiializcd 
nation that has an industrial policy has nut continuously 
increased as much as in the United States, which has no 
formal industrial policy. 

Industrial policies arc industiial stiatcgies designed to 
stimulate industry performance through direct govern- 
ment intervention m the distribution of losouices. If for- 
eign exjaerience is any indication of the success rate of 
industiial policies, such government inleivcnlion in U.S. 
industries is likely to have adverse effects on efficiency 
and distribution, which in turn could jeopardize (uluie 
economic progress Industiial strategies that have pioveji 
best for the U.S. economy are mac ro jraliciGS designcjcl to 
provide a stable, noninflationary business environment. 
These policies are already tacilitating the reclistiibiition 
of resources thiough small business innovation, onlie- 
preneurship, employment, and expansion. 
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bpatial I endencies. A Preliminary Investigation, prepared for the National Science Foundation and Office or Technology Assessment, draft, October 
Source: U.S Small Business Administration, Small Business Data Base, unpublished data 



Table A2,16 ffUe/ptisc Birth Kates by lmki‘Hiv Divmnn <^nd Liiyihynvt^^ 

Firm, 1976-1982 (Ntimbet of Births per WO EiUerpiises in 1976 Itau' P 

- - - - — — ' - — — - — — ^ ^ «• 

Raliob by Cni ploy men t J>i/c ot f ii^^' ^ 


Industry Division 

0-4 

5^19 

20-99 



Small Business-Dominated 

AgrK uUine 

22 2 

17 i 

U ‘J 

10 4 

s , 

Construction 

49 J 

55 0 

4 b (j 

J 1 

It i 


Wholesale Trade 

35.6 

29 7 

21,1 


Retail Trade 

J5.2 

27,4 

2t>,2 

19 1 


Services 

T7B 

3Ck7 

\&M 

H) 9 

i 

1 J 

Large Business-Dominated 

Mining 

49. i 

55 0 

40. (> 
2M 

it 1 
)3.i 


Man utactu ring 

J8.f> 

29 7 


rransporlalion, Communications iU 
Utilities 

3J 7 

29 0 

19 7 

\2 1 


Finance, Insurance & Real Estate 

J1 2 

24,4 

1 7.5 

1 1 d 

-J!, 


Note The U.5 Small Business AdmmfsM ion, Ofhceof Acivouic y clebnes an incfostryji^^ 
as small business^dommaled when siKfy perceni or more ul ihed^viMorV? Miles of j 

15 tound in businesses with levvei than 500 employees By this cnleriDn, the »i;n> ^ 

wholesale irado, retail trade, and service divisions arecfassihed as smalJ husiness^dnn^u^^^^^^^ 
Source Calculated Irom preliminary data developed by Steven Lustttaiten, hrm ^ 

Resource Mobility'^ (New York: Biirucb College Research FoundcUicin, being 
a wa rd n o SBA-7 1 5 (j~OA-83 ) 


Table A2.1 7 Enterprise Death Rates by Industry Division and EmployineiU 

r' -t ■f/T-rtT J flF} ffrtFntmt'it.riC /AT 7 0/ A Uti^O YcMM 


Industry Division 

Ratios by Em(>lovment Si^e ot 1 irm 

0-4 S-19 20-9‘J 5IHi , 

Small Business-Dominated 

Agriculture 

U 6 

14 1 

16 3 

14.7 

l> ! 

Construction 

25 2 

22. B 

20 i 

16 7 

6 t) 

Wholesale Trade 

24 0 

18.8 

15 8 

) TO 

1 0 

Retail Trade 

34.1 

25 4 

21.7 

17 9 

4 1 

Services 

16.9 

14 4 

U.7 

ri 1 

/ n 

Large Business-Dominated 

Mining 

21 2 

22 6 

21,3 

16.2 

h 7 

Manufacturing 

26.4 

22.0 

19 9 

17.5 

i (3 

Transportation, Communications & 
Utddies 

24 5 

21.0 

19.0 

15 3 

71) 

11 d _ 

Finance, Insurance & Real Estate 

13 7 

12.2 

13.0 

Hi 9 


Note The US Small business Administration, Othceot Advocacy uennes an iruniMi > mi ^ 

as small biismess-doniinalecl when sixty percent or more of the division's sales or employ ^ 
IS found in businesses with fewer (baa 500 employees. By this criterion, the construe 
wholesale trade, retail trade, and service divisions are classitied as smafl busincss'duiitm^il' 
SoujTLe Calculated from preliminary data developed by Steven Lustgaiten, "Firm .Si/e 
Resource Mobility" (New York Baruch College Research Foundatiorr, being conduclctJ un^ 
award no. SBA-<7T5(>^OA~fl3) 
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Chapter 


Synopsis 


The Effect of Deregulation on 
Small Business 


The deregulation of certain sectors of the U.S. economy has resulted 
in sizable benefits for small businesses. New products have been intro- 
duced and new markets have opened In formerly regulated industries. 
Prices have fallen, and thousands of new firms and new jobs have been 
created. Small firms with fewer than 100 employees have contributed 
a disproportionate percentage of new jobs in deregulated industries — 
from 52 percent in 1976-1902 to 83 percent in 1980-1982. 

Deregulation has affected both sides of the economic equation. 
Many new small firms have begun supplying newly competitive mar- 
kets in the deregulated sectors; business customers — both large and 
small— have been affected by price reductions and service innova- 
tions in these sectors. 

The small firm employment share In deregulated industries has risen 
continuously since 1976. New local markets in air transportation, 
trucking, and financial services have increased business and employ- 
ment opportunities for the small business sector. The growth of small 
firms in deregulated Industries also helped mitigate the effects of the 
1981-1982 recession. 

The surge in new business formation in deregulated sectors between 
1980 and 1983 is attributable to an Increasingly cost-conscious busi- 
ness environment in which there are fewer measured economies of 
scale. As small firms have learned to control costs, the general absence 
of scale economics has made them more competitive with large firms, 
especially where large quantities of output and inventory are not 
needed. This seems to be particularly true for small airlines, small 
trucking firms, and small banks. 

Deregulation has enhanced the bargaining position of small firms as 
consumers. Small businesses have benefited from lower costs, without 
sacrificing the quality of service, particularly in trucking, air transpor- 
tation, banking, and communications. Financing options available to 
the small business community have increased, along with some of the 
costs. In the telecommunications industry, new procurement and ser- 
vice opportunities are open to small firms. 

Increased financial, transportation, and communications options 
have not been without some problems for small firms. There are many 
unresolved issues which concern how competition will be maintained 
in this deregulated era. Issues such as industry concentration, merger 
and antitrust policy, and competition must be examined before deter- 
mining deregulation's full effect on the small business sector. 
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Introduction 


M4 


Recent federal deregulation of scvernf fndtistries (un \r.v 
vided benefits for the entire U.S. econon^y: wvv t>U'' 
nesses, more jobs, better product and seisiit 
innovations, and lower piices. Deregulation hiiM'voKuj 
from the recognition that government control of tiu- nt;' 
ketplace does not lead to the most efficient use of 
etv's resources. When decisions on how hkicIi t' 
produce and how much to charge for jrroducls and scf 
vices are removed from the marketplace, the ri'suiis.v 
often overcapacity, as in the airline industry, or redin&l 
competition, as in trucking. Conscquonlly, consiinur 
frequently paid higher prices because of fc'ticral inters eii 
tion. Deregulation, therefore, grew out of the reali/ation 
that society could no longer afford the protectionist mi 
ronment of the 1930s, a time when the economy wa? 
viewed as needing more federal managomonl. Nor cuuid 
the economy continue to lose both piodiicer eftirierKi 
and consumer welfare associated with clerogolatHl 
markets. 


In regulated markets, wages aie higher th.in thcj 
would be in the absence of regulations; outjriil is limcr 
and excess capacity is characteristic, as in the iiirline atiri 
trucking industries before deregulation. 

If regulation is the control of economic relaliumiripi 
by law, then deregulation is the removal of those f<nvs. 
which leads to increased market entry and grealer ( om- 
petition. To economists, deregufation often imjdios pric- 
ing based on true costs, increased output, and redut liort' 
in excess profits.’ Rent-seeking behavior — use* of regula 
lions to maximize profit— was often effective in a rej'ulat- 
ed environment and has become less offcctivi* in a 
deregulated environment. 


^regulatory actions occurred fiom 1970 to 
1980. While the process is still continuing, onoujjh liiiic- 
as passed to begin assessing the effects of deregiilalion 

business sector — generally firms with fewer 
than 100 employees, 

c/JIf examined from the 

rlniotff supply and demanef. The imine- 

ofnnrfi/-^ legislation was tlio Jow(‘ririg 

oardi, nr markets because of overta- 

y- ew jobs and new businesses starlocf in llieso 


fheofyofConttttLIeM'^t^*'^'*' "DeregulaUtMl .irifl Ifie 

am 1984), pp 3 ^^^^Journit! of RBguhMiont\v\mt- 

Markets" " nereafter^ "Theory of ( 'ontesl.ihle 



The Changing 
Regulatory 
Environment: 
1970-1902 


doregulcUed iDdrkets I he price efiects assoc uUc'd with 
deiegulation allec led all lirnis lhat were ( uslonu'is ol llu' 
firms m deregulated industries, bupply respcinses, how- 
ever, were concentralod in ihose lirnis [)roduc ing spc'c it- 
ic proclucls and services. 

As a result ol deregulation, innovations lioni lu'w and 
existing firms have been brought to market more tapidly. 
The pioclucls ot these firms compete with pioduc Is and 
services mother inclusliics, extending (he elfec Is ol dc'ie- 
gulation. For example, altliough the real estate sc’c lor lias 
not been deregulated, it is included tor study because it 
competes in the invest menl maikel with the dcMogu I aU'd 
securities inclustiy. The deregulation of lianspoilalion in- 
dustries has had a similar eHect on sectors lhat [)rovt(l(' 
alternalrve modes of transportation. 


Industry deregulation effectively began m 1 970 wtlli thi’ 
first proposed railroacl/trucking deregulation l(^gislalion. 
From 1 960 to the mid-1 970s, regulatory agenc ic's sue li as 
the Interstate Commerce Commission (ICC), the I (*cleral 
Communications Coiiimissron (FCC) and the Cavil Aero- 
nautics Board (CAB) incrementally began lelaxing sp('c il- 
ic operating rules. In 1 962, the CAB author imi llie 
creation ot 1 3 air taxi services. In 1 975, the ICC took iUc 
first step toward deregulating trucking l)y I’uling lliat ial(> 
bureaus could not protest price changes inlrocluced by 
truckirig tirms, thereby introducing Im^itecl puce compc'- 
tition.’ In the communications sectoi, the' FCC in I975 
began to exempt small cal)le TV systems with fc'wei than 
1,000 subscribers from certain rules, on the assumption 
that the injury caused by the small broadcasteis to larger 
broadcasters was minimal.’ 

Deregulation, Iherofore, stalled as a gi'acliial procc'ss 
that had immediate benefits loi small ti Licking firms and 
small cable TV operators, allowing them some initial 
inclependonco in price setting. In ah transportation, it 
allowed market entiy by a now type of small business 
the commuter airline. 

The Railroad Revitalization and Regulaloiy Reform 
Act, passed by Congress in 1976, was the first major 


^Thomas Galo Mooio, "Rail atid Tiiick Refoim— The Record So I ai " 
Reguintion, (December, 1% J) pp. i M i; hereaflCM, "Rail and riiu k 
Reform." 

^Stanley M. Besen and Robcil W. CrandHI, "The I^i-roHulalion of 
Cable Television " /-aiva/)f/Con(wn/)f)i<if)'/'/ob/6'/i)s(|amtaiy I ebni- 
ary 1981 ), pp 78 - 124 , hereafter, "Ihe Deiegiilalion of ( able." 
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Legibfcinon 


Transportation Sectors 

Tho Rntfrocid ReviLiifj'.inon ,md Regufcilof v ReRyrm t ( 1 ‘J76) was (ho 
first piece ot (ransportatfon deregulation legislation, it provided raiN 
roads with some limited mte-seKing authority 

The Atrline Deregubtion Aa{\97Q} awarded routes on a tirsl-como, 
first-served basis, eliminated requirements that public need bede/nmv 
strated, allowed carriers to enter one new market annually from 1 47*) to 
1981, and phased out rate control on December il, 1962 

The Staggers Rad Act ( 1 960) limited the Interstate Coninierce Coniinis* 
Sion's jurisdiction over rates to those rates over which railroads exercise 
market dominance (price competition introduced) 

7/?e A to/or Carrier /4 c/ (1 980) eliminated entry barriers for new compe- 
tition, allowed truckers to begin subsidiaries and expand into addition- 
al regional markets, phased out antitrust immunity for price fiMiifi, 
eliminated requirements that public need be demonstrated, lowere<) 
restrictions on backhauls, service to intermediate pornis, and other 
operating practices, and barred protests ot revenue diversions 

The Household Goods Transportation /Ac/ (1 980) expanded reforms <if 
the Motor Carrier Act and permitted household goods movers to give 
binding price estimates and to offer new service options, such as guar- 
anteed delivery days 

The Bus Regulatory Reform Act (1962) eased maiket entry by allowing 
compiinies to make minimal application to the Interstate Coninierce 
Commission to gam operating author jiy in many instances. 


Financial Services Sectors 

The Depository Instttuhons Deregulation and Monetary Control Act 
(1980) removed interest rate ceilings, allowed money market accounts, 
allowed mutual savings banks to make commercial, corporate, and 
business loans up to 5 percent of their assets; and perm rt led payment of 
interest on demand deposits 

The Thrift Institutions Restructuring Act {] 982] authorized savings and 
loans to make commercial loans up to 10 percent of their assets; al- 
lowed investments in non-residential personal property, and permitted 
interstate and intrastate mergers of linancially troubled institutions 


piece of deregulation legislation in the transportation 
sector. It granted railroads some freedom in rate-sotting 
and led the ICC to exempt railroads from regulated rales 
for transporting fruits and vegetables. The resulting price 
competition increased the railroads' share of the perisha- 
bles market from II percent in 1978 to 15 percent in 
1980. The ICC also continued to ease entry in trucking 



Table 3.2 Comparison of Services Offered by Various Financial Institutions m 
1960 and 1964 



Commercial 

Banks 

Savings 
& Loans 

Insurance 

Companies 

Retailors 

Securities 

Dealers 

1960 

1984 

1960 

1984 

1960 

1984 

1960 

1984 

1900 1984 

Checking 

* 

♦ 


* 


♦ 


* 


Savings 



* 

* 


* 


* 

* 

Time Deposits 

* 

* 

♦ 



* 


* 

* 

Installment Loans 


* 


♦ 


♦ 


* 

♦ 

Business Loans 

* 

* 

* 

* 


* 


♦ 

* 

Mortgage Loans 

♦ 

* 

* 

* 


* 


* 

* 

Credit Cards 


♦ 


* 


♦ 

* 

* 

* 

Insurance 





♦ 

* 


* 

* 

Stocks, Bonds, 










Brokerage 


t 


* 


* 


■¥ 

* * 

Underwriting 









* * 

Mutual Funds 






♦ 


* 

* * 

Real Estate 




* 


* 


* 

* 

Interstate 










Facilities 


* 


* 


♦ 


* 

*■ 


Source: Federal Reserve Bank of Atlanta, Economic /?ewetv (April 1984), p 26 


during this period, and on July 1, 1980, the Motor Carrier 
Act was signed. One effect of these actions was a decline 
in the average sales price of an ICC operating license 
from $398,000 in 1975 to $4,900 in 1982." 

Other major legislation passed between 1976 and 
1983 introduced price and service competition into air- 
lines, trucking, and bus service, as well as virtually all 
financial institutions (Table 3.1). The result was major 
restructuring within deregulated industries. 

Technological change often accompanied the passage 
of deregulation legislation, particularly in the financial 
service sector (Table 3.2). In transportation and commu- 
nications, deregulation permitted more rapid marketing 
of innovative products and services, such as satellite 
communications networks, cellular phones, and innova- 
tive truck redesigns. Within a strictly regulated environ- 
ment, many of these products and services could not be 
marketed at all (satellite communications) or could bo 


"Moore, "Rail and Truck Reform,” p. 35 Entry into Irucking previous- 
ly required proof of a public need This requirement was eliminated. 
The Motor Carrier Act lifted other restrictions affecting the ease with 
which firms could change rates, enter new regional markets, carry 
backhauls, or serve intermediate points 
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lengmy regulatory approval process (cellular phones). 
Many of these technologically sophisticated products 
were marketed for the first time because of the loosening 
of regulatory restrictions. 

The market effects of deiegulation on the small busr- 
ness sector can be examined in two ways. The frisl is to 
examine the role of small firms as producers of deregulat- 
ed services. How has deregulation changed the use of 
resources in deregulated sectois? The second way of 
studying the effects of deregulation on small firn>s is to 
examine changes in the demand for sei vices and pro- 
ducts from deregulated sectors and in industiies that also 
produce substitute and complementary products. 

Businesses are consumers of products and services de- 
livered by deregulated sectors Changes m (lie cost of 
communications, financing, and transportation caused 
by deregulation have affected virtually every firm, re- 
gardless of size or industry. Key questions are whether 
deregulation has provided small firms with enough lower 
cost alternative products and services to affect their profit 
margins, and whether relative advantages have shifted to 
large versus small firms, or vice versa. 

While more has been written from the supply side 
(inside the deregulated industries) than the demand side 
(outside the industries), both effects should be examined, 
with particular emphasis on the small business sector. 


Small Firms as 
Suppliers in 
Deregulated 
Industries 


Dramatic changes are occurring in dereguiated indus- 
tries. Firms have expanded lapidly in the transportation, 
financial services, and communications sectors, not only 
increasing competition, but also creating markets for 
new services and technologies. In some cases, deregula- 
tion has indirectly spurred growth in non-dorcgulatcd 
industries that compete with these sectors. 

Firms in deregulated industries are employing an in- 
creasing percentage of the work force. Almost ono- 
fourth, or 24.1 percent, of all the 12 million new jobs 
created in the United States between 1976 and 1982 
were in deregulated sub-industries. In 1976, employ- 
ment in these sub-industries was 12.2 percent of total 
nonfarm non-government employment, according to the 
mall Business Data Base (SBDB), By 1 982, this percent- 
age had risen to 14,3 percent (Chart 3.1). 

The iniportance of the small business sector in dorogu- 
lated industries has also been increasing. If small firms 
tiad contributed their proportional share of jobs in dcro- 
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Percent 


Chart 3,1 Employment Share of Dercf^u I a ted Industrie*^ in the its Economy. 
1976, }97S, 1980, and 1962 


1976 1978 1900 1982 

Source U S Small Business Administration, Office of Advocacy, Small Business Data Base, 
unpublished data 



gulated sectors; they would have contributed 14 percent; 
in fact; they contributed almost twice that amount, or 24 
percent. Between 1 980 and 1 983, the most recent period 
for which detailed industry data arc available, new busi- 
nesses in deregulated industries were predominantly 
small firms according to theSBDB, and they created most 
of the new jobs in these sectors.^ 


^During the past several years, small firms have also dominaled 
growth sectors of the economy, particularly in service industries such 
as legal, educational, and business services, and in wholesale Irarle 
In more capitnP intensive sectors of the economy, as in mining and 
manufacturing, growth normally is dominated by large firms, bul 
large firm contribution to overall growth usually declines during 
recessions 
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Source: Adapted from Duo and Bradstreet Corporation pres<; releases, by the Office of Advocacy, U S Smaf/ Bu<;mcss Administration. 



Chart 3.2 Incre^'i^c in Business Starts in All and Selected Deregulated Indu^lnes, 
1932-1983 


Al! Industries 

All Deregulated Industries 
Trucking & Warehousing 
Connmunications 
Security Brokers 
Real Estate 

Railroad Transportation 
Non-bank Credit Agencies 


10 20 30 40 50 60 

Percent 

Source: Adapted from Dun and Bradstreet Corporation, quarterly press releases, 1 983-1 984 


Business Starts New business starts represent a widely recognized mea- 

m Deregulated sure of business formation.^ Between 1982 and 1983, 

Industries 1980- business starts in deregulated components of the trans- 
portation, communications and financial services sectors 
rose 24.8 percent, or about twice the 11.1-percent in- 
crease in the economy (Table 3.3), Increases were most 
rapid in non-bank credit agencies (53.8 percent), real 
estate firms (38.2 percent), communications firms (34 6 
percent), and trucking and warehousing companies 
(21.8 percent) (Chart 3 2). 

^Business starts are a measure of firms with employees on whom a 
credit inquiry has been made, usually to establish trade credit There- 
fore, business starts represent businesses that exist and are using the 
credit markets. The Dun and Bradstreet Corporation's quarterly press 
release on business starts is published in most newspapers and finan- 
cial letters 
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Table 3.4 Percent Change in the Number ofEnlerpnses in All and Selected 
gulaled Industries For Films with Fewer than WO Employees, 1976-1982 

Annual Percentage Poinl Change 


Major Industry Group 

197()-1978 

T 

CO 

0^ 

t980-19fi2 

1976-198: 

Totaf, All Industries 

6.0 

3.1 

5.0 

5.1 

Total, Deregulated Industries 

15.5 

5.8 

7.3 

n.3 

Total, Mining 

7 8 

6.6 

13.3 

90 

Oil and Gas Extraction 

104 

9 8 

17 8 

1 1 2 

Total, Transportation 
Communications & Utilities 

3 8 

4.3 

5 2 

2.6 

Railroad Transportation 

-1 7 

16 2 

-- 1 2 

i A 

Local & Inlerurban Passenger 
Transportation 

04 

3 5 

60 

3 4 

Trucking & Warehousing 

2.5 

3 8 

4 7 

3.9 

Transportation by Air 

7 8 

60 

8.5 

8 5 

Transportation Services 

U 5 

6.7 

7 0 

9 8 

Communications 

2.6 

4 8 

4 9 

4 4 

Total, Finance, insumnee & Real 
Estate 

21 4 

4 8 

70 

13 [> 

Banking 

177.5' 

9 2 

9.7 

90 5’ 

Credit Agencies Other Than 
Banks 

13,6 

5 3 

8.4 

10.4 

Security, Commodity Brokers 
& Services 

11 6 

3 3 

10 2 

97 

Insurance Carriers 

17 7 

6 7 

3.0 

10.4 

Insurance Agents, Brokers & 
Services 

21 2 

7 9 

7 6 

15 0 

Real Estate 

20.6 

5.8 

7,1 

13,4 

Combinations of Real Estate & 
Insurance Offices 

8 7 

0.5 

’2.0 

2 3 


’Represents coverage increase rn the Small Business Data Base, and therefore rs not compara 
ble With other trgures 


Note Detail js shown only for deregulated industry groups, and cornponents therefore do nc^ 
add to totals Industry division totals are displayed tor comparative purposes only. 

Source U S Small Business Administration, Office of Advocacy, Small Business Data Base, 
unpublished data. Unweighted cross sectional hies were used for this analysis, which include 
foreign employment of U.S, domestic corporations (5 7 million in 1982). 
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New businesses continued to form in deregulated in- 
dustry sectors during the 1981-1982 recession While 
overall business starts declined 0 1 percent annually 
from 1980 to 1982, new local transportation tirms in- 
creased 17 percent; new transportation service firms in- 
creased 1 1 percent, and banking firms increased 69 
percent, according to the Dun and Bradstreet Corpora- 
tion The 1980 transportation and financial services de- 
regulation measures probably provided the impetus for 
new business formation during this difficult economic 
period 

The total number of small enterprises with fewer than 
100 employees grew 5 percent annually between 1 980 
and 1982, compared to 3.1 percent annually from 1 978 
to 1980, before much of the deregulation legislation 
went into effect Small firms in deregulated sub-indus- 
tries increased even faster — 8.9 percent annually be- 
tween 1980 and 1982, compared to 4.4 percent 
annually between 1978 and 1980 (Table 3.4). Thus, the 
rates of small business formation in deregulated sectors 
significantly exceeded the rates of increase for all small 
firms in the economy for the 1976-1982 period,^ 

Many of the deregulated sectors, particularly in finan- 
cial services, had rates of small business formation that 
substantially exceeded the national average in the latter 
period. On an annual basis, commodity brokerage firms 
increased 3,2 percent from 1978 to 1980, but 10.3 per- 
cent from 1 980 to 1 982. The number of non-bank credit 
agencies grew 8.5 percent annually from 1 980 to 1 982, 
compared with 5.2 percent from 1978 to 1980. Similar 
gams were posted in various deregulated transportation 
sectors, such as air transportation, in which the number 
of small firms increased 17 percent from 1980 to 1982. 

The number of business establishments — individual 
places of business — also increased rapidly inderegulated 
industries between 1980 and 1982. These sectors grew 
by 19,323 establishments. Small firms with fewer than 
20 employees were responsible for the net gain, offset- 
ting the loss of 1 2,645 establishments in larger firms with 
20 or more employees (Tables 3,5 and A3, 17). The re- 
sults in certain industries were dramatic: in transporta- 
tion services, for example, there were 1,987 new small 
establishments in firms with fewer than 20 employees; 


^7 he detailed industry employment data for all firms are shown in 
Tables A3 14 and A3 15 for 1978-1980 and 1980-1982 enterprise 
data are available for detailed industries from the Office of Advocacy 
of the U.S Small Business Administration, Washington, D C. 
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Table 3.5 Net Change m the Numbet of Estabhshmenb in All and Scloctt^f^ 
Deregulated Industries by Employment Size of Firm, 1980-1982 

Employment of Firm, 1980 


Major Industry Group 

Total 

<20 

20-99 

100-499 

5()1) + 

Total, All Industries 

130,858 * 

172,232 

-10,879 

-7,856 

-22,639 

Total, Deregulated 

19,323 

31,968 

-1,508 

-4,708 

-6,429 

industries** 

Total Mining 

7,283 

5,306 

875 

265 

817 

Oil and Gas Extraction 

8,051 

5,488 

1,157 

398 

1,007 

Total Transportation, 
Communications & Utilities 

-28 

8 

-1 

-5 

- lU 

Local & Interurbao Passenger 
Transportation 

461 

505 

-43 

-16 

15 

Trucking & Warehousing 

-1009 

2,555 

-974 

-690 

-1,900 

Transportation by Air 

319 

337 

-33 

22 

-7 

Transportation Services 

1,824 

1,987 

67 

“lOJ 

-127 

Communications 

1,022 

597 

9 

-36 

452 

Total, Finance, Insurance & 
Real Estate 

- 1,5S7 

10,246 

-1,688 

-4,278 

-5,817 

Banking 

-1,047 

211 

-162 

-441 

- 656 

Credit Agencies Other Than 
Banks 

-2,470 

662 

-252 

-584 

-2,296 

Security, Commodity Brokers & 
Services 

1,035 

1,314 

13 

-343 

H) 

Insurance Carriers 

-522 

143 

-46 

-224 

- 195 

Insurance Agents. Brokers & 
Services 

193 

1,044 

-68 

-378 

-•105 

Real Estate 

1,826 

6,667 

-1,032 

-2,075 

- 1,715 

Combinations of Real Estate & 
Insurance Oftices 

-109 

-59 

-17 

-19 

- 15 

Holding and Investment Offices 

-464 

263 

-146 

-214 

- 167 


Note Detail does not add to total because only selected industries arc shown. Net crnt)lf)V' 
ment change is derived from births of new establish men Is, dissolutions of estahJislunenis, 
^Differs, because of rounding, from U S Small Business Administration, The Stale of Small 
Business' A Report of the President, March 1984, hereafter, The State of Small Ihtsiiwsy 
1984 

**lncludes only the deregulated group in each of the mator industry groups 

Source U S, Small Business Administration, Otfjce of Advocacy, Small Business Data Base, 

unpublished data 



Economreb of 
Scale m 
Deregulated 
Sectofb 


establishments in large firms with more than TOO em- 
ployees declined by 230 ® Many of the new transporta- 
tion service businesses serve the deregulated bus, rail, 
trucking and air transportation markets m such activities 
as freight forwarding, packing and crating, and moving 
railroad cars.*’ 

The ability of small firms to enter deregulated sectors has 
been enhanced by an absence of measurable economies 
of scale. This means that as output rises, average costs do 
not fall; therefore, large firms gain little or no cost advan- 
tage by producing on a large scale, (n several deregulated 
industry markets, this absence of scale economies has 
been the reason small firms have been able to start up 
and compete 

In trucking, small, efficient firms can compete with 
large firms because the lowest operating costs are now 
reached at a fairly small scale of operations. By combin- 
ing loads on less-than-truckload shipments and by own- 
ing their own rail subsidiaries — efficiency measures 
prohibited before deregulation — small-scale trucking 
firms have been able to increase efficiency and reduce 
costs, in many cases. Deregulation has had a similar 
effect on the trucking industry in the United Kingdom. 
There too, scale economies were not found and many 
new firms were formed when trucking rates were deregu- 
lated under the Transport Act of 1968.’^ 

For railroads and airlines, an efficient scale of oper- 
ations (i.e., minimum costs) has sometimes been 
achieved by abandoning unprofitable schedules.’^ In ca- 
ble television, the continuing decline in transmission 


®Thebe data could not be adjusted to reflect merger and consohdation 
during this period Therefore, losses of large farm establishments are 
overestimated and reflect consolidation activity by major 
corporations 

^Because of the Bus Regulatory Reform Act of 1 982, there has been a 
very large increase in new bus charter firms and their terminal facili- 
ties Many of the new charter companies serve short-haul markets 
from (ow-cost centers of operation (Table A3 2t) 

^^Donald L Flexner, "The Effects of Deregulation in the Motor Carrier 
Industry," The Antitrust Bulletin {Spring 1983), pp 185-200, and 
Denis A. Breen, "Antitrust and Price Competition In the Trucking 
Industry," The Antitrust Bulletin (Spring 1983), pp 201-225 
‘ ' Possibilities and Limits ol Regulation in Transport Policy Report of 
the Sixty-Second Round Table on Transport Economics (Pans: Orga- 
nization for Economic Cooperation and Development, 1983) 

^^In the case of railroads, the abandonment of 2 percent of unprofitable 
track has meant large reductions in cost 


155 



Table 3.6 Net Ch.inge* in Employment m A/I and Selected Deregulated Industfk^ 
by Employment Size of Firm, 1 9 BO- / 982 




Employment Size ot Firm 


Major Industry Group 

Total 

< 20 

20-99 

100-499 

500+ 

Total, All Industries 

988,251*’ 

2,649,690 

-1,521 

-294,581 

- 1,365,337 

Total, Deregulated 

Industries***" 

724,390 

495,246 

103,149 

52,245 

73,570 

lotal. Mining 

277,623 

65,246 

27,699 

17,854 

166,834 

Oil and Gas Extraction 

263,602 

63,012 

33,785 

26,751 

(40,054 

Total, Transportation, 

Communications & Utilities 

37,102 

145,791 

4,879 

-21,638 

-91,910 

Railroad Transportation 

-9,873 

43 

3 

-964 

-8,075 

Local & Interurban Passenger 
Transportation 

-~78 

14,735 

- 124 

-4,860 

-9,829 

Trucking & Warehousing 

-40,855 

61,334 

- 10,060 

-17,317 

-74,812 

Transportation by Air 

7,071 

8,970 

202 

1,225 

-3,327 

Transportation Services 

20,359 

29,101 

1,355 

-1,984 

'8,111 

Communications 

-10,188 

]5J34 

10,369 

5,420 

-’41,711 

Total, Finance, Insurance & 

Real Estate 

494,373 

302,316 

33,810 

-31,312 

189,558 

Banking 

115,334 

37,055 

21,726 

-7,349 

63,902 

Credit Agencies Other Than 
Banks 

21,128 

15,258 

4,146 

427 

1,296 

Security, Commodity Brokers 
& Services 

78,608 

22,655 

7,067 

4,406 

44,481 

Insurance Carriers 

81,438 

10,438 

3,776 

4,906 

62,3f9 

Insurance Agents, Brokers & 
Services 

62,419 

34,648 

1,518 

-3,336 

29,580 

Real Estate 

119,270 

151,616 

-6,340 

-29,492 

3,486 

Combinations of Real Estate, 
Si Insurance Offices 

458 

1,216 

-125 

-117 

-516 

Holding and Investment 
Offices 

15,717 

29,431 

2,042 

”757 

-14,998 


Note DetafI does not add to total because only selected industries are shown. 

*Net employment change is derived from births of new establishments, expansions and 
contractions of existing establishments, and dissolutions of establishments 
*=^Differs, because of rounding, fronn U,S Small Business Administration, The State ot Sm:i\i 
Business, 1984 In addition to the job creation in deregulated sectors, the net job crealion- 
figure includes employment growth in service industries (1 i3 million), retail trade f(J 15 
million), construction (0.1 million), agriculture (0 1 million), and the loss of jobs in ninnLi 
factoring ol ^ 27 million and 82,000 in wholesale trade. Deregulated industry job creation 
figures cannot therefore be divided by all industry totals to derive net percentage conlribu* 
tions to growth , 

♦**lncl tides only the deregulated groups in each of the major industry groups. 

Source’ U S Small Business Administration, Oflice of Advocacy, Small Business Data Base, 
unpublished data. 
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casts nnd other technological innovations htive lowered 
the efficient scale ot operations, recloci'cl (osts, and 
transformed cable from a retransmission medium to an 
independent source of programming ConseguLMilly, 
the industry has been opened to new types ot Ctible 
broadcasters 

In banking, substantial evidence reveals that few 
economies ot scale exist, and that minimum operating 
costs for banks occur when a bank has assets o( less than 
$100 million The lowest costs are estimated for banks 
with assets of $25 to $50 inilfjon,''* The evidence ol 
diseconomies of scale in laige banks indicates that small 
banks have a competitive advantage that will enable 
them to remain viable. 

The effect of mergers m achieving scale economics is 
not yet known. Whether mergers produce sufficient scale 
economies to reduce competition remains to be deter- 
mined before any national policy is formulated In regu- 
lated monopolies, like local telephone service, laige 
economies of scale are needed to produce low-cost ser- 
vices. These monopolies are likely to survive alongside 
competitive markets, where diseconomies ot scale occur 
before high output levels are reached. 

The past few years have shown that conventional eco- 
nomic measures such as concentration ratios may not be 
the appropriate way to measure competition in specific 
local product markets.'^ 

The removal of regulatory restrictions has made it easi- 
er for businesses to enter new markets. Ease of entry and 
exit, smaller capital costs which arc recoverable, and 
fewer scale economies have created a new competitive 
environment.'^ 

’^Besen onci Crandell, "The Deregulation of Cable," p 122 
'‘^Stephen A. Rhoades and Donald T, Savage, "Cnn Sm*ill Banks Com- 
pete?" Amencnn Bcin/rer (January-February, 1981), pp. S9“65, Don- 
ald L Koch, 'The Emerging Financial Services Industry, Challenge 
and Innovation," Economic Review (April 1984); pp 25-30; and 
George G Bonslon, Co raid Manwick, and David Hum[ihrey "Scale 
Economies in Banking A Restructuring and Reassessment," }ourn<ii 
of Money, Credit, anc/ Bank/ng ( 1 9 8 2 ), pp 435-4 5 6 . 

’"'Don a Id I Baker and Beverly G Baker, "Antitrust and Communica- 
tions Deregulation," The Antitrust (Spring t983), pp. 1-68, 

hereafter "Antitrust " 

Bailey and Baurnol, "Theory of Contestable Markets/' p. 132 
^^See Richard M Cyerl, "Easing Labor's Transition Trauma," Now York 
Times, jiily 22, 1984; Robert E McCormick, "The Strategic Use of 
Regulation* A Review of the Literature," Clernson University, draft, 
February 1984, and Bailey and Baurnol, "Theory of Contestable Mar- 
kets," p. 113. 
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Chart 3.3 Job CreMfon m Dereguhied Indubtnch by Cmploymonl Size of F um, 
1980-1982 



1-19 

Employees 


Source U S Small Business Adminrsiralion, Ofhte of Advocacy, Small Business Data Base, 
unpublished data 


Smalt Firm 
Dominance in 
Job Generation, 
1980-1982 


Small firms contributed the majority of new jobs in dere- 
gulated industries between 1980 and 1982. Firms of all 
sizes generated 984,000 net new jobs in the U.S. ocono- 
my during this period. About 3 1 percent of the net new 
jobs were in recently deregulated industiies, exceeding 
the 14-percent employment shaie of these industries in 
the overall economy in 1982 (Tabic 3.6). Small firms 
with fewer than 100 employees, repioscnting 34. 1 per- 
cent of total employment, contributed 02.6 percent of 
the new jobs in deregulated sectors. (Table A3. 1 6 and 
Charts 3.3 and 3.4). 


'^Executive Office ol the President, The State of Small ISustneSK: March 
7954 (Washington, D.C. U.S Governmonl Printing Office, March 
1904, Table AT 55 );herea(iQr The Stale of Small Du^iines^, 198^1 See 
also, Bruce D Phillips, "Recession and Recovery in Pennsylvania, 
1981-1983 and a Look Ahead'" (Washington, D C : Office of Advo- 
cacy, U S Small Business Administration, unpublished paper, 
March 7, 1984) 
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chart 3.4 bnic-ilJ f urn Shitie of Nvi fob CtL\nu}n m Svloc led DneguLned induslne^. 


Local Transporlation 
Trucking & Warehousing 
Transportatron Services 
NoH'bank Credit Agencies 
Security Brokers 
banking 

OH & Gas Exploration 
Air Transportation 
Communications 



Percent of Total Jobs Created 


Mote Small firms arc dofinod here ns liaving fewer than 100 empicjyeus 

Soiirco: U.S Small fkisiness A drnii nisi ration, Office of Advocacy, Small Business Data Base, 

iinpublisl^ed data 


Smnll firm employrnGfit gains cluriiiH l9fJ1 anti 1982 
also sorvocl to mitigate llio impact of the recession.''* In 
some tIeregLilated sectors sneh as air transportation, 
trucking, and communications, large firms with more 
than 500 employees lost employees between 1980 and 
1 982; small lirms with fewer than 20 employees helped 
compensate for the loss, fn trucking, foi example, small 


''’7/ie 5f<}<c’ al Snh)ll lhisines!>, Chapter 1. See atso liriice D, 

Phillips, 'The Sninll rrrni Role in Jol) Ci eat ion/' Oflice of Advocacy, 
U S Small Business Admin iblration, unpublished paper prepared for 
the Small Business Lconomic Research Symposium held in Washing- 
ton, D C., June 1984. 
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Job Creadon /n 
Deregulated 
fndustneb by 
State 


firms with fewer than 20 employees gamed 61 ,334 jobs; 
large firms with more than 500 employees lost 74,812 
employees In transportation services, small tirm gams 
of over 29,000 employees more than compensated for 
large tirm losses of over 8,000. 

Small firms with lewer than 100 employees had 27.5 
percent of the jobs in deregulated sub-industries in 1982, 
up from 23 3 percent in 1976. The growing small firm 
employment share in deregulated sectors was approach- 
ing Its all-industiy employment share of 34. 1 percent in 
1982. In certain deiegulated sectors, such as real estate 
and transportation services, the overwhelming majority 
of firms are small (Table 3 7 and Chart 3 5). 

Small firms in deregulated industries helped stabilise 
state economies during the 1981-1982 recession. In sev- 
en ot ten states sampled, employment increased more 
rapidly in deregulated sectors than in the overall state 
economy. 

The ten states selected for an overview of industry 
deregulation represented coastal regions (New York and 
Oregon), farming areas (Iowa, Nebraska, North and 
South Dakota), heavily industrial areas (Indiana and 
Michigan), and growing western states (Utah and Alas- 
ka), The states chosen ranged in income growth from 
third-ranked Alaska to forty-second-ranked lowa,^^ 

In five of the six states where statewide employment 
declined between 1980 and 1982, it declined less or 
grew in deregulated sectors. Job growth in these indus- 
tries helped stabilize the states' economies during the 
recession. For example, while employment declined 2 
percent in North Dakota from 1 980 to 1 982, it grew 13.9 
percent in North Dakota's deregulated sectors, particu- 
larly communications, trucking, and insurance. In Indi- 
ana, employment declined 4.9 percent between 1980 
and 1982, but increased 3.1 percent in deregulated sec- 
tors, especially in air transportation, communications, 
and real estate (Chart 3.6). 


^^These data, which come from the Small Business Data Base of the 
U.S. Small Business Adminlslralion, represent the net result of em- 
ployment increases due to births and expansions of firms, less those 
jobs lost due to deaths and contractions of firms between 1980 and 
1982 

^^This was based on the growth of earned personal income between 
1982 and 1983. 
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Cliarf 3.5 Employment Share of Small Firms in Deregulated Industries, 197G, 
1978, 1 980 and 1982 


40 



1976 1978 1980 1982 


Note Small firms are defined here as having lewer than TOO employees 

Source" U.S. Small Business Administration, Office of Advocacy, Small Business Data Base, 

unpublished data 


The major employment gams in deregulated sectors in 
all ten states between 1 980 and 1982 occurred in estab- 
lishments with fewer than 20 employees. These estali- 
lishments grew 24 percent nationally in deregulated 
sectors, but 32 percent in New York, 24 percent in Or- 
egon, 28 percent in Utah, and 14 percent in Michigan. 
These rates of increase were two-to-three times greater 
than the growth rates for all industrial sectors statewide 
(Table 3.8) 

In Iowa, 40 percent of the new jobs in small firms were 
in establishments with fewer than 20 employees in dere- 
gulated sectors, particularly trucking and warehousing, 
commodity brokerage, real estate, and banking. This 40- 
percent share was approximately four times the small 
business employment share in Iowa's deregulated indus- 
tries in 1982. 
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Table 3.0 EsUibhhhment Employment ChMigc m All cind ^electctf Pctpimbted 
Incfu^tncs foi Schcleci Suites by Emplouvcnt S//e of Lntofpnse P)S()-!9fiJ 
iFortont} 


Slate 

All Lstablislimenls 

fstablishments 
vvfth revvc''r 
than 20 
einplovees 

rsUil)|fshnu nts 
witli tew Of 
than )0(J 
employees 

Total, United States 

Ail Industries 

1.2 

T5.4 

U.'i 

Deregulated Industries 

6.3 

2.3.8 

l'i.4 

Alasl^a 

Alf Industries 

ri 0 

4^) 0 

18 4 

Deregulated Indu^.lrio'* 

4^1 7 

0 

hr) ri 

New York 

All Industries 

0 8 

t4 5 

8 2 

Deregulated Industries 

3 J 

U 2 

20 8 

South Dakota 

All Indiistnes 

I (y 


1 1 

Deregulated Industries 

”4 J 

8 4 

fi 2 

North Dakota 

All Indusiries 

-2 0 

'3 7 

2 7 

Deregulated Industries 

n B 

i'i.O 

(9 7 

Indiana 

Ail Industries 

’4.9 

7 9 

2 f 

Deregulated Industries 

f 1 

18 5 

1 1 1 

Oregon 

All Industnes 

-'i 2 

9 I 

2.0 

Deregulated Industries 

' 1 8 

24 0 

12.0 

Ul.ih 

All Indust lies 

7 J 

18 7 

10 <1 

Deregulaled Industries 

2 6 

28 4 

Ih 8 

Nebraska 

All Industries 

-7 7 

7 (y 

i *3 

Deregulated Industries 

10 0 

10 2 

10 6 

MicJirgan 

All Industries 

-^2 6 

7 0 

0.1 

DcTogiilated Industries 

- 1 7 

14 i 

4.5 

Iowa 

All Industries 

~1 5 

2 8 

-I () 

Deregulated Indiistiios 

1 7 

If 8 

5 i 


No(e DerGi'ulated mdirstrjes are detrneci «is coniponejils of tho (rnanco, MisLffaru(» and rcNil 
estate division, (he iransporladon, communications and utilities division, and oil aiKl jjjs 
exlmcdon in the mmuig division Specific dcMailed induslnesarc found in lahles i J to ^.7 
Source U S Small Business Administration, OMice at Advocacy, Small Business Data Base, 
unpublished data 
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Chan 3.6 Employment Growth in A/I and Deregulated Industrie^, lor Sdcct&l 
States, 1980-/982 


Uxifted States 


New York 


Indiana 


North Dakota 


fowa 


Nebraska 


Utah 


Oregon 


i;: 


T 1 




6.3 


- 4 . 91 :: 


0.8 


3.3 


3.1 



-15 -10 -5 0 5 10 15 20 

Percent 

□ All Industries Deregulated Industries 


Source U S Small Business Administration, Office of Advocacy, Small Business Data Base, 
unpublished data 


Change m Small 
Firms' Sales 
Share m 
Deregulated 
Industries 


Changes in sales shares are another key indfeator of snialJ 
business adaptability to industry deregulation. While on 
the average, small firms with fewer than 100 employees 
lost 1 8 percentage points of their share of sales between 
1980 and 1982, those in deregulated industry sectors 
maintained their sales share. The movement of small 
firms into growing deregulated sectors during the 1981’' 
1982 recession was another positive factor that helped 
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offset the effects of larger firms' employment and mcomc 
losses in the manufacturing and wholesale trades."" 

In specific deregulated industry sectors, small firms 
increased their sales share from 1 980 to 1982 In trucking 
and warehousing, they gained 3.3 percentage points per 
year or 6.6 percentage points between 1980 and 1982, 
after having lost sales share between 1 978 and 1 980. In 
transportation services and stock brokerage businesses, 
they also increased their share of sales While small firm 
sales shares did not increase in every deregulated indus- 
try during 1981 and 1982, they did show gams in major 
sub-segments of these industries (Table 3.9). 

In summary, small firms in deregulated sectors con- 
tributed about twice their proportionate share ot new 
firms and new jobs between 1 976 and 1 982 . The number 
of new small fiiins in deregulated sectors increased 1 1 .3 
percent annually, compared with an annual 5.2-perccnt 
increase in the number of small firms in the overall econ- 
omy. Small firms with fewer than 100 employees con- 
tributed 53 percent of the new jobs in deregulated sectors 
between 1 976 and 1 982, compared to a 28-percent em- 
ployment share; then employment share in these indus- 
tries rose from 23.3 percent in 1976 to 27.5 percent in 
1982 (Table A3. 23 and Chart 3.4). Small firm sales share 
in deregulated industries fell slightly from 60 percent in 
1976 to 58 percent in 1982, probably because of the 
1981-1982 recession. 


SnwII Firm 
Performance in 
Specific 
Deregulated 
Industries 


New businesses, employment, and sales in deregulated 
industry sectors have increased rapidly as small firms 
have seized new market opportunities. Greater efficien- 
cy and productivity have benelited both the industries 
and the overall economy. Some of the new markets for 
small firms include regional air transportation; bus 
charter firms; installation, repair and retailing of commu- 
nications equipment; and transportation service, such as 
freight brokerage. 


^^Small frrms' SO^percenl share of sales in dereguIalccJ sectors exceeds 
their 32-percent sales share in the overall economy and is about twice 
their employment shiiro. (Small firms are those with fewer than 100 
employees.) 

^^Sales of small firms usually fall faster in recessions than large firms 
and increase fastei during recoveries. Sales data for the 1982-1984 
period, when available, may show an increase in the small firm sales 
share 
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ulated Industries For Firms with Fewer Than WO Employees, I976-I9S2 
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Source, U-S SmaU Business Admmisxratjon. Office of Advocacy, 5m«iU Business Data unpuhlfiFu^ d^iU. UnWi'^mhU'd 4f-r-ffon.i/ «.r»/¥'//wW 

for ihis analv**'^. which mctude foroiRn ernploymeni ot U S do/rw-sfic mtrf^rAitnns t'* ^ 



Table 3.10 Trucking Compcinv Operating Rights Cjuintecf by the intefstiUc 
Commerce Conimtssion, 1 973- 1 933 


Year 

New Operating Authorities' 

All Operating Licenses 

Authorities as a Peicrnl cjf 
Existing i K i*nst*s 

1978 

724 

16,874 

4 i 

I97<) 

1,019 

1 7,083 

0 

1900 

1,844 

18,045 

10 2 

1981 

2,252 

21,887 

10 1 

1982 

1,006 

25,342 

4 0 

1983 

1,054 

27,181 

5 9 


includes common earner, conlract carrier^ and broker operatm^j authorMies 


Sources. Siat^ Report No. 9, ''Highlights of Activity in flie Property Motor Carrier Industry" 
(Ofhee of Transportation Analysis, Interstate Commerce Commission, July 1983), and "Tlie 
Effect of Regulatory Reform on (he Trucking Industry Struct lire. Conduct, and Performance" 
(Office of Policy Analysis, Interstate Commerce Conirnibsion, June 1981), Table IV~I , p, U 


Trucking The Motor Carrier Act (MCA), passed in 1980, eased 

entry in the trucking industry for new firms and intro- 
duced more competitive freight rates. New entrants in 
the trucking industry increased rapidly, accompanied by 
a rise in bankruptcies and a major consolidation move- 
ment. Since 1 981 , the market has returned to' more nor- 
mal levels, although the number of new entrants remains 
high^"* (Table 3.10). More emphasis is placed on service, 
and price cutting is down becatpse the industry is now 
pricing much closer to actual cost; excess capacity also 
has declined. Most new carriers in the trucking industry 
lower prices selectively and strive instead for high quality 
service at existing rates.^*^ 

In 1 983, new business starts in trucking increased 21 .0 
percent over 1 982; trucking was the eighteenth fastest 
growing industry, of 110 detailed industries for which 
Dun and Bradstreet provides data.^^ In addition, frorr 


^"^The percentage of new applications for operating authority represent- 
ing new entrants rose from 1 1 percent between July 1980 and July 
1981 to 45 percent between July 1982 and July 1983. 

Interstate Commerce Commission, Office of Transportation Analysis, 
"Highlights of Aclrvily in the Properly Motor Carrier Industry," Staff 
Report No 9. (Washington, D.C : Interstate Commerce Commis- 
sion, July 1983), hereafter "Motor Carrier Highlights, July, 1983." 

^^Data on business starts are based on quarterly press releases from the 
Dun and Bradstreet Corporation, ranked by the Office of Advocacy, 
U.S, Small business Administration 
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mid-1983 to nntd-1984, thcie were IJ95 approval*, for 
operating authority, an annual rate of increase of 45 
percent.’® 

The increase m trucking industry banl<ru|)lcics be- 
tween 1981 and 1983 was more the result of the 1981- 
1982 recession than of deregulation following the pas- 
sage of the MCA. Bankruptcies of local carriers, largely 
unaffected by the MCA, increased about as much as 
those of interstate carriers, which were detegulaletl. It 
new bankruptcies in trucking had been merely a tesult of 
deregulation, the share of interstate trucking bankrupt- 
cies should have increased, but this did not occur. 

Deregulation has brought several new maikels to the 
trucking industry. Some large companies have aban- 
doned their own private truck fleets as rates have de- 
clined, deciding instead to use small, more cost-efficieni 
carriers. Many trucking firms will soon enter the iclalive- 
ly untapped market of second- and third-day guaranteed 
delivery (for shipments of less than 70 pounds), which 
will be cheaper than current air freight rates, and will 
offer substantial growth potential 

Before the passage of the MCA, large trucking compa- 
nies controlled many routes for which small firms liaci no 
ICC operating authority. Deregulation has minimised the 
paperwork process for obtaining new operating autiioiity 
and allowed many small firms to extend services into 
well-defined regional markets previously served only by 
large firms. 

Small trucking firms have become more efficient in the 
new deregulated environment Today's truckers, con- 
cerned about the additional competition brought about 
by deregulation — especially rail rate competition — luwe 
become more productive and price-conscious (Table 
A3. 18). Owner/operators are using more intormodal 
agreements with railroads, filling trucks by combining 


^®U S Congress, House of Represonlatives, Stciiemenl of Rcose A 
ay or, Jr , Chairman, Interstate Commerce Cojnmfssion, cliirmu 
hearings before the Surface Transportation SiibcomniUteo of the 
House Public Works and Transportation Committee on lm|3(omenta- 
tion of the Motor Carrier Act of 1980, June 20, 1 
Waller Miklius, "Effect of Regulatory Refoim on Motor Carrier Faif- 
ures: A Preliminary Assessment," Worktng Paper No. 82-02, Office 

30 °!, y, ^ Transportation, July 1 902, 

Motor Carrier Highlights, July 1903." Many trucking firms Ijelieve 

significantly retfiice (he 
overnight package business and increase the market for second-and 
third-day guaranteed delivery. 



Airlineh 


less-than-trucklocid shipmcntb, and rchabililalinj* older 
facilities to decrease costs. They are also taking advaiv 
tagc of the 1982 Suiface Transportation Act ()rovisj()ns 
that allow longer and wider trailers. The Depailment of 
Transportation estimates that this will save ti ticking firms 
$5 billion during 1984 and 1985. 

The Airline Deregulation Act of 1978 allows airlines to 
set their own tares and maikcls. New regional airlines 
have evolved from three sources: former chailoi oper- 
ations (World Airways and Capitol Aiiways), former in- 
trastate carriers (Southwest and Air Florida)^ and totally 
new airlines (Midway and People Exprcss)*\ Between 
1981 and 1983, the number of new regional airlines 
increased from 225 to 281 , resulting in a 2.9-peiccnlage 
point increase in their domestic passenger market 
share, These airlines have continued to penetrate the 
mai kets of major air carriers, as wol! as to develop new or 
underserved markets. 

The Federal Aviation Administration estimates that re- 
gional airlines cairied 46 million passengers in 1984, 
compared to 2 1.5 million in 1975. The domestic market 
shaio of regional carriers is expected to continue grow- 
ing, based on recent business formation in the industry 
(Table 3.11 and Chart 3.7). Regional airlines' advantage 
over larger airlines is their superior efficiency, particular- 
ly in short-haul markets. They have incieased aircraft 
loads from secondary airports and fiave pared labor 
costs. Load factors on regional airlines increased 5.5 
percent between 1981 and 1983, with the smallest carri- 
ers experiencing (he largest increases’'’’ (Table 3.12). 


Allen an cl I'lamilton, Prg^ybuck: fhc Cfftciont Attornalm* foi 
the WSOs (New York, NY,; prejiared for Transanienca InUvway, 
I9»()), pp. 14- IB 

David R. Crtiham and Daniel P. Kaplan, "Airline Deregiilalion is 
Working/' ReguLitfon (May/June 1982), pp. 26-32. 

^^Offico of tfie Comptroller, Civil Aeronaulits Board, CAP Air C<nricr 
fruffic Sfci/i'.t/c*. (Washington, D.C,: Civil Aeronautics IJoarcl, De- 
cember 19fH and December 1982 odilions); hereafter, "Air(.arricr 
Traffic Statistics " The data are based on revenue passc^nger miles 
statistics. 

•^'^Ciinlon V. Oster, Ji., 'The Now Untram Airlines: Imphcalions for 
rransportation Reguiatory Reform" (Syracuse, N.Y.: US, Dcparl- 
ment of Transporlation, Researcli Conference on Regulatory Reform 
in Surface Transportation, March 16-18, 198i), pp. J26-4f:i. 

^’’"Aii Carrier Traffic Statistics," See n/so Warren Rose, "Three Years 
After Airline Passenger Deregulation in llie United Slates: A Report 
Card on Trunkline Carriers/' TrnnspoiUmon journni, (1981) < 1 2): I, 
pp. 51-58. 
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Table 3.11 Changes in Airline Percentage Maikel Shares by 
r ype of Carrier, 1981-1 983 


Type of Carrier 

1981 

1983 

Change 

1983-1581 

All Types 

100.0 

100.0 


Major 

87 8 

85 0 

-2 8 

National 

10 7 

10 6 

-0 1 

Large Regional 

U 7 

2 9 

2 2 

Medium Regional 

0 8 

1 5 

0 7 

•{including commuters) 



Note: Airlines are classified by the Civil Aeronautics Board according 

to their 1 983 sales 




Majors 

1983 sales exceeding $100 million, 

Nationals 

1983 sales between $75 and $100 million, 

Large Regionals 

1983 sales between 

$10 million and $75 


million, 



Medium Regionals 

1983 sales under $10 million 


Sources Office of the Comptroller, Civil Aeronautics Board, CAB Air 

Carrier Traffic Statistics (Washington, D C December 1983 and De- 

cember 1982), and Civil Aeronautics Board, Air Carrier lndu<Hry Sched- 

uled Air Traffic Statistics Medium Regional An 

Carrier Data 

(Washington, D.C.: 

December 1983 and December 1982) 

Table 3.12 Airline Load Factors by Type of Carrier, 1981- 

1983 





Percent of Capacity Used 

Change 

Type of Carrier 

1981 

1983 

1981-1983 

All Types 

52.2 

54.7 

2,5 

Major 

51.5 

54 3 

2 8 

National 

57 4 

56 4 

*-1 0 

Large Regional 

52.6 

58 0 

5.4 

Medium Regional 

46 5 

52 0 

5 5 

(including commuters) 




Note Airlines are classified by the Civil Aeronautics Board according 
to their 1983 sales 

Majors 1 98 3 sa les exceed ing$100milhon; 

Nationals: 1983 sales between $75 and $100 million, 
Large Regional s 1983 sales between $10 million and $75 
million, 

Medium Regionals. 1983 sales under $10 million 


Sources Office of the Comptroller, Civil Aeronautics Board, CAB Air 
Carrier Tra/ififc Statistics (Washington, D,C.: December 1983 and De- 
cember 1982), and Civil Aeronautics Board, Air Carrier Industry Sched- 
uled Air Traffic Statistics’ Medium Regional Air Carrier Data 
(Washington, D.C.. December 1983 and December 1902) 
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ent 



Major Carriers (1983 Sales over $100 million) 


Source Office ol the Comptroller, Civil Aeronautics Board, CAB Air Cnrner Traffic Statistics 
(Washington, DC, Civil Aeronautics Board, December 1982 and December 1983) 
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Financial Services 
and Regional 
Expansion 


Labor costs as a percentage ot total costs in the air 
transportation industry declined from 46,3 percent in 
1978 to 36.6 percent in 1983.^^' The average payroll of 
new an line entrants was $22,000 in 1984, for major 
carriers, it was $42,000. Clearly new small airlines have 
dampened effective hourly wage increases by working 
longer hours and by using non-union labor, although the 
1981-1982 recession also slowed wage gains. 

Changes have been occurring rapidly in financial mar- 
kets, and banking regulations have been altered to reflect 
these changes. In 1 980, interest rate ceilings on deposits 
were eliminated or scheduled for phaseout during the 
next several years. In 1982, Congress allowed savings 
and loan associations and mutual savings banks to com- 
pete with money market mutual funds and to expand 
commercial lending powers. 

Reduced regulation has opened the financial services 
market to a host of innovative services and institutions. In 
this changing climate, the market niche strategy has be- 
come key to the success of small financial institutions.^^ 
Small banks in the future may find that to remain com- 
petitive, they must tailor their services to local clients' 
needs, develop a particular expertise, or expand 
services. 

Especially in rural areas, small banks are often partners 
in many small businesses. They provide financial advice 
and are able to extend credit more knowledgeably than 
out-of-town banks. Community banks' familiarity with 
local customers and their management by local boards of 
directors give them a competitive edge over large "out- 
side" institutions Small banks in upstate New York, for 
example, were able to compete and survive quite well, 
even after New York City banks were allowed to expand 
into the area.^^‘ 

With the advent of financial supei markets and with 
large money center banks increasingly involved in non- 
banking activities, the choice of a market becomes even 


^^Christopher Lindsay, "Airlines Break Records for Passengei Safely in 
1983," Washington Post, July 1 7, 1984, p 13. The article is based 
upon the 1 983 Report of the International Air Transportation Associ- 
alion (lATA). 

^^Udayan Gupta, "Regional Brokers Fill a Niche," Venture {january 
1984), p 46. 

^^Richard F Syron, "The New England Experiment in Interstate Bank- 
ing, blew England Economic Review i^osion, tAass Federal Reserve 
Bank of Boston, March/April 1984), pp. 5~-18 
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more critical to small banks Those small banks seeking 
to provide a broad range of services may need to consid- 
er alternative means of delivery, it may no longer be 
profitable for a small bank to offer every service. Howev- 
er, contractual or cooperative arrangements with provid- 
ers of insurance, real estate, or securities may enable 
small bankers to provide lower cost services, in competi- 
tion with large banks or retailers in the financial services 
supermarket. The small bank should at least have the 
legal option to choose the product market it will serve 
most of its large competitors have the financial resources 
to compete in every desired product market. 

Increased competition places new emphasis on man- 
aging bank costs. Interest rate deregulation has allowed 
banks and thrift institutions to attract large accounts pre- 
viously lost to money market funds when bank interest 
rates were regulated. Banks are now assured of access to 
funds, but the increased interest cost squeezes profits 
significantly. Well-managed banks will survive such a 
squeeze; less efficient banks will not 
Small banks are adapting to a loss restricted geograph- 
ic environment. About half the states now have some 
form of interstate banking, despite the Glass-Steagall Act 
provision prohibiting interstate branching. Seven nation- 
al electronic teller networks already exist.*” Small banks 
utilizing the new electronic funds transfer (EFT) systems 
have managed to remain competitive with larger banks. 
The effect of small banks' expansion in certain geo- 
graphic markets is difficult to estimate. In some in- 
stances, small banks have become retailers serving 
smaller customers in local financial markets, while large 
money center banks cater to ihc large business and multi- 
state markets. Deregulation may help small banks ex- 
pand their market shares by increasing savings rates in 
money market funds and making more funds available at 


^‘-^Sonie large money cenler banks, such as Norwest in the Midwest, 
now derive 40 percent of iheir income from non-banking activities 
‘^^U.S., Congress, House of Representatives, [-louse Committee on 
Banking, Finance, and Urban Affairs, 98th Congress, 2nd ses , hear- 
ings on "[-low the I inancial System Can Best Be Shaped to Meet the 
Needs of the American People," Slalemenl of Wiliiam B. Weaver, 
May 9, 1984, pp 426-459. 

^Thomas M Baynds, Gerald H Anderson, and James j Balaz&y, ]r., 
"Banking Willioul Interstate Barriers," Ccononnc Commentnry 
(Cleveland, Ohio: federal Reserve Bank of Cleveland, March 12, 
1984 Newsletter) 
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competitive rates However, the most critical issue tor 
small banks remains the determination ot the cost of 
funds in specific geographic markets 

Capital regulations, bank examination criteria and re- 
strictions on geographic and product market extensions 
can impose great and disproportionate burdens on small- 
er competitors, and atfect the cost ol funds For example, 
a local bank newly permitted to otfer a new, more com- 
petitive instrument will not be able to compete if it is 
subject to more stringent capital asset ratio regulations 
than Its money center competitors Bank examination 
guidelines that unfairly downgrade small business loan 
portfolios without justification need to be reviewed, so 
that small banks are not handicapped at the outset by 
unequal regulation J'’ 

Decisions made by federal and state goveinmenl regu- 
lators of financial service institutions can either hasten or 
delay the pace of beneficial developments. As regula- 
tions are reduced, it is essential that those remaining do 
not restrict the ability of small banks, savings and loan 
associations, and other small firms, to take advantage ot 
new powers 

While significant consolidation has already occurred 
in the financial services industiy, small local banks can 
and will survive with less regulation because they arc 
innovative and cost-conscious. 

Communications The AT&T divestiture has opened numerous opportuni- 
ties for small firms to either sell to or buy from new 
telephone companies. With the breakup of AT&T, the 


‘’^Gillian Garcia and Ann re McMahon, "Regulatory Innovation. The 
New Bank Accounts," f^conomte Perspec tivesiOvca^o, Illinois Fed- 
eral Reserve Bank of Chicago, 1984), pp }2-22 The Federal Re- 
serve IS monitoring interstate banking trends to ensure ih.it 
competitive markets for both small and large banks are mam lamed in 
specific geographic areas. 

"Coming Trend: Going Where the Competition Isn't^" Amencnn 
Banker, December 29, 1983, and "Profitability of Insured Comnier- 
ciai Banks in the First Half of 1983," recleral Reserve Bulletin, De- 
cember 1 983 

^'^This section has necessarily omitted a discussion ot the riskiness of 
large versus small banks While no definitive study is available, sev- 
eral studies have concluded that small banks arc generally no more 
risky than large l^anks, because of the traditionally conservative role 
of small banks in residential real estate lending. Of those small banks 
that failed in 1983, the Chief National Bank Cxaminei attributed these 
failures to restrictive slate laws that prohibited banks from bra nc hint? 
and diversifying portfolios, as well as to bad management See, in 
particular, Wabhmgton Fmanaal Reports, January 16, 1984, p 163, 
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Bell operating companies are buying telephone and elec- 
tronic communications equipment Irom companies all 
over the country, rather than trom Western Electric As 
more telephone companies shop around for therr c3vvn 
purchases, the opportunities for small firms to beccjrne 
sellers in these large markets will increase. 

Sixty percent of the new tirms formed m communica- 
tions between 1980 and 1982 had under 20 employees; 
these new firms generated about halt the net new jobs in 
communications during this period These new small 
firms sell, install, and repair cable TV and satellite recep- 
tion systems and sell, design, and manutaclure new in- 
novative telephone systems tor businesses and 
consumers. As new high technology products continue 
to come on the market, many new small firms will form 
and grow in this sector. 


Small Firms as 
Customers of 
Deregulated 
Industries 


Trucking 


Price declines associated with deregulation have had a 
strong positive influence on the small business sector. As 
customers of airlines, banks, telephone companies, and 
trucking firms, small firms emerged trom the 1 981-1 982 
recession particularly sensitive to the cost of doing busi- 
ness, and to ways of lowering small hrm costs, which 
mean higher piofils. 

In many industries, the cost of transporting goods is the 
second highest operating expense, exceeded only by la- 
bor '^Legislation enabling businesses to negotiate freight 
rates, and allowing transportation companies to supply 
intermodal services (combinations of rail, trucks, and 
barges), has been fundamental in reducing small firm 
costs. Transportation firms, paiticularly in trucking, ate 
now using sophisticalecl computer modeling to help 
small firms determine least-cost methods of shipping be- 
tween cities,*''' and freight brokers increasingly are bring- 
ing shippers and truckers together in what has now 
become a growth industry/^ 

Wage restraint in motor transportation resulting from 
deregulation has helped small firm customers obtain 
lower rates. Truckload and less-than-truckloaci rates de- 


‘*‘’P.T. Cllsworih and J Clark Leith, The tntemanomi economy (New 
York, MacMillan & Co., 1975), pp. 176-104 
Carrier Highlights, July 190i," p.4. 

'‘^Terrence A. (irown, "Freight Brokers and Regulatory Reform in Truck- 
ing" (Washington, D.C., Office of the Assistant Secretary for Policy 
and InlornalionnI Affairs, U S. Department of Transportation, August 
1983), pp. 39-42 
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dined continuously in real terms from 1 975 to 1 982. But 
the decline accelerated immediately after the MCA pas- 
sage. rates tell 1 J percentage points between 1980 and 
1982 for truckloads and 9 percentage points toi less- 
than-truckload shipments (Table 3.13). Explanations for 
the decline include more use of non-union labor by 
trucking firms and the effects of the 1981-1982 
recession."'® 

It is not yet known if small firms have benefited more 
than large firms fiom reductions in trucking rates. If trans- 
portation costs as a percentage of total costs are larger for 
small firms, or for a particular group of firms, then a 
disproportionate impact might be expected. This deter- 
mination, however, is made more difficult because ot the 
wide variation in absolute transport costs by industry: 
lower costs for lighter, higher value products in labor- 
intensive service sectors, compared to higher costs for 
heavier, lower value products (per unit of weight) in 
capital-intensive manufacturing. 

Motor carrier services to small firms have generally 
remained the same or improved since deregulation. On- 
time performance has been sustained. The range of op- 
tions for sending or receiving freight was about the same 
eighteen months before and after motor carrier deregula- 
tion, particularly in small communities where shipments 
less than 500 pounds are common.''® More shipping op- 
tions, such as less-than-truckload shipments and back- 
hauling, have benefited small firms (Table A3. 19).’® 

Air Transportation Airfares have declined almost continuously since the 
passage of the Airline Deregulation Act in 1978.’' The 


■'®0(fice of Transportation Analysis, Interstate Commerce Commission, 
"Highlights of Activity in Ihe Properly Motor Carrier Industry" Staft 
Report No. 8 (Washington, D C.. Interstate Commerce Commission, 
June 1982), p 14. 

“•^Office of Transportation Analysis, Interstate Commerce Commission, 
"Small Community Service Study" {Washington, D.C Interstate 
Commerce Commission, September 1, 1982), Richard Beilock and 
lames Freeman, "Deregulated Motor Cairier Service lo Small Com- 
munities," Transportajion yourna/ (Summer 1984), pp 71-82 See 
also Waller Miklius, "Effect of Regulatory Reform on Motor Carrier 
Quality of Service." Washington D.C. . U.S. Department of Transpor- 
tation, Office of Industry Policy, Working Paper 82-04, July 1982. 

’“Under regulation, trucking firms were not permitted lo back haul or 
carry goods in opposite directions without an ICC license. This was 
costly and deprived all trucking firms of needed revenue 

^'Airfares dropped 8 6 percent in 1978, for example, following the 
passage of Ihe Airline Deregulation Act 
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Table 3.13 Red! Truckinfi Rdlcs, Inchceif, 



I97S 

r97() 

1977 

1978 

1 9‘’9 

I'lfid 

1981 

I'jfii 

Truckload 

lOU 

100 

100 

99 

9S 

88 

91 

7S 

Less-than-lrur kload 

100 

lOJ 

lOS 

104 

101 

98 

9) 

89 


Note: Siimple si/es were for trucklo<icl rales and 30 tor less-than- 
Iruckload rales Rates are actual rates pajd by shi)3pers 
Source Thomas Gale Moore^ "Rail and Truck Reform -The ReL(3rrl So 
Far," /^e^»u/aOo^ (December 19UJ), pp 41 -Si 


(decline in fares from 1 978 to 1982 was associated with 
an increase in competition, as excess capacity dimmish- 
ed and air traffic declined during the 1981-1982 
recession 

Deregulation has resullcd in lower air travel costs; 
consumers strapped foi cash can now travel more eco- 
nomically than ever before, even if more travel time is 
needed. The index of airfares declined 7 percent be- 
tween 1981 and 1983, while the index of consumer 
prices rose 9 percent, making travel even cheaper today 
than a few years ago (Chari 3.8). 

In addition, the expansion of commuter airline service 
to outlying communities has offered more options to 
small firms. Not a single community with guaranteed 
service has been abandoned. And while the number of 
flights to some largo an ports has fallen by 10,8 percent 
under deregulation, flights to small- and medium-sized 
airports have increased 3,6 percent and 13. 1 percent, 
respectively 

Financial Services Small firms are particularly sensitive to interest-rate tluc- 
iLiations because they have higher dobt/equity ratios. 
Consequently, the stability of credit markets is of ciitical 
importance to small business. 

In the recent past, some community banks provided 
relatively inexpensive small business credit by taking 
money in at regulated rates — a little over 5 percent — and 
loaning it out at higher but still lower than money market 
rates. Community banks must now compete for deposits, 
and their costs have risen accordingly. Before deregula- 


^‘^Willitim N Leonard, "Airline DereguLilion: Grand Desij^n or Gross 
Debacle?" Joinndf of reonotwe fssi/es (June 1 9tn), pp 4S3-462 
Edwin H, Raslaller and iohn A Walgreen, "Regiilalory Reform of ihe 
Intercily 8 us Induslry" (Syracuse, N.Y.* U.S Depart men I ofTriins- 
porLilion, Conference on Rcgulalory Relorm m Surface Transporta- 
tion, June 1983) 
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tion, local depositors subsidized local commercial lend- 
ing. Less regulation has resulted in increased borrowing 
costs for sonne small firms because local banks no longer 
have this cost advantage. 

A major issue in the financial markets is the relation- 
ship between the concentration of financial resources in 
local markets and the cost and availability of funds to 
small firms. Concentration in banking varies widely at 
the state level, and even more widely on a local basis, 
For example, in the Kansas City district ot the Federal 
Reserve system, the four-firm concentration ratio — the 
share of the market held by the four largest firms in the 
industry — ranged from 39 percent in Kansas City lo 87 
percent m Albuquerque However, this concentration 
does not imply that funds are more expensive for small 
firms in Albuquerque than m Kansas City, other factors, 
such as the local economic climate, may be moie intlu- 
ential in determining interest rates. 

Direct evidence is needed on the cost and availability 
of funds, and on industry concentration, before a con- 
sensus on a national policy can be reached. Studies are 
now emerging that will permit an accurate assessment of 
the effect of financial deregulation on small firms. 

For the small business borrower^^ there are several 
compensations for the loss of local, sometimes cheaper 
money. First, small business deposits can now earn com- 
petitive returns, either through NOW accounts in a sav- 
ings and loan association, cash management accounts in 
a brokerage firm, or money market funds. On the bor- 
rowing side, a small business can now choose from a 
variety of competitive sources: local and out-of-state sav- 
ings and loans, non-bank lenders, and other institutions 
that provide traditional banking services. As depositors 
and borrowers, small businesses have a rapidly expand- 


'^‘‘Olher sources of small business credit in addition to savings and loan 
associations and trade credit are finance companies, leasing, factor- 
ing, and loans from shareliolclcrs. 

^^Willson T Bellinglon, “Bank Deregulation and Concentration— 
What Policy for Mergers?" Ccononnc /?evrew (Kansas City: Federal 
Reserve Bank of Kansas City, November 1963), pp. 3-7 
‘’^Under contract lo the Office of Advocacy of tfie U.S. Small Business 
Administration, the University of Michigan is undertaking a pilot 
study of sources of small firm credit The project, “Measuring the 
Plows of Capital and Credit lo Small firms," should be available in 
eaily 1905. 5ee a/so Thomas M Baynds, Gerald A Anderson, and 
James J. Balazcy, Jr., "Banking Without Interstate Barriers" (Cleve- 
land, Ohio: Federal Reserve Bank of Cleveland, March 12, 1904 
Newsletter), pp. 1-4. 
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Communrcations 


mg range ot opportunjtros To be competitive in their 
own industries, small firms must seek out the best iman- 
cial services, products, and prices 
Compared to its effects on individual consumers, dere- 
gulation in financial services has had only a limited im- 
pact on small firms This is because banking deregulation 
occurred first on the consumer side For example, pay- 
ment of interest is allowed on consumeis' checking ac- 
counts but not on commercial checking accounts The 
effects of financial services deregulation on small firms 
may increase if further steps are taken to deregulate com- 
inercial banking. 

The divestiture of the Bell operating companies from 
AT&T has both increased the variety and cut the cost of 
new technology products. Satellite and data communi- 
cations systems, along with other new technologies, are 
being implemented faster because of communications 
deregulation. Demand for long-distance common ica- 
tions services was projected to increase 14 percent in 
1984 because of lower prices 
For consumers of telephone services, a number of 
problems remain to be resolved in the post-Bell era. The 
installation backlog of business phones hampers small 
firm startups. Repair of equipment is more complex, be- 
cause the different components — telephone headsets, 
extension cords^ and miciowave relays — may now be 
owned by different companies. 

While the service problems in telecommunications are 
probably temporary/ several major legulatory issues still 
confront small firms. These issues include access charges 
for local business phones, universal product stanclaids 
for equipment, and the interface among federal, slate, 
and local regulations.^® State lelecommunications ex- 
perts who understand smalt firms' reliance on modern 
telecommunications are needed to help ease the regula- 
tory transition from the federal to state and local levels. 
Some states, e.g., New York and Minnesota, have al- 
ready created telecommunications councils to examine 
the importance to local economic development of ade- 
quate telecommunications services foi new small firms. 


^^AT&T lowered long distance rales 6. t percent by order of the Federaf 
Communications Commissron on May 25, 1984; GTE, Sprint, and 
ITT lowered their rates in September 1 984 
^^The telephone access charge issue is complex Essentially, rate in- 
creases should not reflect the needs of local operating companies to 
modernize the equipment used primarily by the largest business cus- 
tomers, but subsidized by small business customers 
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A Continuing 
Sm,ill Buiinesi 
Chtillenge 


Conclusion 


Overall, industry deregulation afjpears to have favorably 
affected small firm customers, lowering some transporta- 
tion and telecommunications operating costs while otter- 
ing service innovations However, the small business 
sector IS facing some transition pioblems with tk'iegula- 
tion that are related to determining the least-cost meth- 
ods of production Some regulatory adjustments at 
either the federal or state levels will he needed to main- 
tain a high level of competition among all firms, if dere- 
gulation has in fact produced non-competitivc 
environments for small firms in selected markets, But this 
need for adjustment should not be twisted into simplistic 
calls for a return to the era of regulation Deregulation 
has positively influenced the economy in general and 
small business in particular,'**' 

In the early 1 970s, regulatory agencies such as the FCC, 
ICC, CAB, and the Federal Reserve began relaxing oper- 
ating controls. These preliminary steps toward deregula- 
tion were followed between 1978 and 1982 by the 
passage of major deregulation legislation in the transpor- 
tation, communications, and financial services sectors. 
Deregulation affected both sides of the economic equa- 
tion. From the supply side, deregulation moanl that many 
new small firms were supplying newly competitive mar- 
kets in the deregulated sectors; from the demand side, 
business customers — both large and small — wore affect- 
ed by price changes and service innovations. 

Small firms led the economy in creating new busi- 
nesses and new jobs in deregulated induslry sectors be- 
tween 1980 and 1983. New local markets in air 
transportation, trucking, and financial services have ex- 
panded small business opportunities. The growth of 
small firms in deregulated industries also helped to miti- 
gate the effects of the 1981-1982 recession. In New York 
State, for example, the growth of new small financial and 
communications service firms between 1980 and 1982 
helped reduce the impact of employment declines in the 
manufacturing and wholesale trades on the New York 
economy. 


^'•‘Harvey C. Krenlzman and John M. Samuras, "Can Small Busmoss 
Use Consultants?" in David E, Gumperl, ed., Ciowing Concerns. 
Building and Managing The Smaller Business (New York. Wiley 
Press, 1984), pp 243-263. 

'''’Robert A. Leone, "Examining Deregulation," Harvard Business Re- 
view (July/Augiisl 1984), pp. 51-58 
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Tine surge in new business tornicilion in dcMegul.ik'd 
Sectors between 1 980 and 1 983 seems atti it)Lft.il)le lo an 
increasingly cost-conscious business environment ii> 
which few measured economies of scale aie present. As 
small firms have learned to belter control costs, the goii- 
oraf absence of scale economics has made small iiims 
more competitive with [aige ones, especially wheie large 
quantities of output and inventoiy aie not ncedecl, Ihc 
latter seems to be parliculaily tiuo foi small .tirlines, 
small trucking firms, and small banks. 

Deregulation has enhanced the bargaining position of 
small firms as consumers. Preliminary evidence indicates 
(hat small busines.ses have benefited from lower costs 
with little change in the quality of service, (lailic iilarly m 
trucking, air transportation, banking, and communica- 
tions. Owners of small firms now line! it c heaper (on an 
absolute basis) to ship goods and travel on businc^ss, In 
the telecommunications industry, new procuiomonl and 
service oppoitunities are open to small fiims The finan- 
cial options available to the small business community 
have increased, along with some of the costs Small fimis 
are taking advantage of higher deposit mlorest lalcs and 
more liberal loan terms in the current derogulaieci finan- 
cial environment 

Increased financial, transportation, and communiia- 
tions options have not been without some problonts foi 
small firms. The effect of mergers on coinpetilion in each 
of the deregulated markets, and their effect cjn the small 
business sector, remains a major i,ssue for (he* 1980s; 
additional data are needed on dorc’gulalion's effects on 
competition in different geogiaphic markets aiici in tliffc*!- 
ent industries 


Ovei whelming evidence shows that cleiegulation has 
helped the small business sector. Most impoitanl, il has 
created new markets and caused price conij)eli(ion in 
markets where prices were formerly regulated. Theie arc* 
many unresolved issues that concern how workal)l(‘ 
competition will be maintained in this deiogulated era 
concentration, mergei and anti- 
trust policy, and competition must bo more fully investi- 

t cleiogulation on ilm 

small business sector can be accurately determined 


182 





103 




184 





185 




K 1- 

c d 


fV Cr» 3Q 
LO O OO 
! r-. *t to 
CO co' 

^ r~ ,- 

r|- in 


ro <3> (N 

{Ti »- vO 

to 00 O 
d T-^ (nT 
^ CO 0^ 

(N r- 


lO ts. ^ 
CO CTi ro 
o fN 
lo iW nT 

CO ro hv 
O Tf t— 


O ro 
O to O 
tx K (■'i 


Is .5 - ^ 
c -5 ^ 

^ CO U to 


oo (T^ K r'. 

lO »*- ^ 


b ^ 

rj DO 

^ (U OJ S 
o u u u 


r c c c 

C 2 J5 ^ «o 

b h: a, _ C 

-O 5 to nj C 


Oi o 
c£ U 



186 



Table A3,1 6 Employment Change in All and Selected DetoguliUod Industries by 
Employment Size of Firm, / 980- 1 982 

L'niploynieni Sj/je of ( trm, 1 98(3 


Major Industiy Group 

Total 

<20 

20-99 

100-199 

500 + 

Total, All Industiies 

1,2 

15.4 

-0.01 

-2.5 

-3,3 

Total, Deregulated Industries 

6,3 

24.4 

6.3 

3.5 

1,2 

Total, Mining 

2I 2 

47 a 

17 6 

-2.8 

19.6 

Oil and Gas Extraction 

^7 6 

6S 8 

2 

29 0 

33 6 

Total, Transportation, Communications 
& Utilities 

0 7 

21 9 

08 

-3 4 

-2,5 

Railroad Transportation 

-13 4 

20 0 

0 3 

-20.1 

-11 2 

Local & Interurban Passenger 
Transportation 

-0.02 

44.4 

-0 2 

-6 0 

-6 4 

Trucking Si Warehousing 

-1.9 

178 

-3,1 

-6.0 

-6.1 

Transportation by Air 

1 7 

31 0 

0.9 

3.7 

-1 0 

rransportation Services 

S 5 

24 8 

2 4 

-4 1 

-5 4 

Communications 

-0 9 

23.1 

13.3 

7.4 

-4.7 

Total, Finance, Insurance & Real Estate 

7 8 

22 6 

1.5 

-3.6 

6 1 

Banking 

7 5 

21.9 

8 0 

-3,0 

7 6 

Credit Agencies Other Thao Banks 

3 8 

15.9 

3 5 

0 4 

0.5 

Security, Commodity Brokers & 
Services 

24 8 

46.0 

18,1 

8 6 

25,0 

Insurance Carriers 

6.4 

34,4 

7 1 

4 T 

5,8 

Insurance Agents, Brokers & 

Services 

8 6 

174 

1.5 

-5 5 

8.1 

Real Estate 

7,5 

20.9 

-1.8 

-11 7 

1.4 

Combinations of Real Estate & 
Insurance Offices 

2 5 

12 9 

2.9 

-5.9 

-18.9 

Molding and Investment Offices 

5 4 

49.4 

7.2 

-1 6 

-9.6 


Note: Data are net ])or( onlage changes of the 1 980 base data. Detail does not add to totals 
because only selected industiy groujDs are shown 

Source: U S, Small Business Administration, Office of Advocacy, Small (ktsiness Data Base, 
unpublished data 
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Table A3. 17 Pcfcont Clhiny^(' in (ho Nuiahof of f in All ond 

Selected beicgulntod Indu^tnos by LmfdoymonI ^uo oJ I nnh I'hf! 




1 inploynU‘nl 

Sryo < 

4 1 irm, Pini) 


Major Industry Gioiip 

lOtcll 

20 

JO 0‘J 1(10 Ann 

S{)() 1 

Total, All lndusfrio& 

2.6 

4.6 


-4.4 

•'4.2 

Total, Deregulated Industiies* 

2/) 

7.S 

-1.0 

-1(1.4 

4),*| 

Total, Mining 

n. 1 

|g 0 

10. ‘3 

2 'J 

S ') 

Oil and Gas txtiadlnn 

A A, 7 

2(> 7 

j, 4 a 

20 ‘i 

IS H 

Total, Tiansporintion, CornmiinK alums 






& Utilities 

2. i 

S 1 

4, 4 

4) t) 

i fJ 

Railioad Transportation 

^0 7 

26 1 

-I 0 

14 y 

S (i 

Local & In ter urban IMssonger 






Transportation 


0 7 

1 7 

i n 

1 '» 

Trucking & Warehousing 

A)A) 

t 7 

6.1 

0 4 

Ml<} 

Transportation by Air 


() 0 

-4 4 

i f» 

1)4 

Transpoitation Services 

SdJ 

0.7 

1 7 

() 0 

-4./ 

Comm unreal ions 

A fi 


0 2 

-1 0 

7 \ 

Total, Finance, Insurance & Real Lstale 

-0 

J.S 

-i J 

-1 4.0 

A 0 

Banking 

^2 i 

1.4 

-1 7 

-7 1 

-4.fi 

Credit Agencies Other Than Banks 

-'3 

J.H 

4.2 

-IIS 

Nt S 

Security, Commodity lookers 






Services 

^ 1 

1 1.0 

1.4 

14 1 

0/ 

Insurance Corners 

-2 0 

2 0 

2 1 

0 l\ 

4 / 

Insurance Agents, Brtikers 






Sersnees 

0.4 

2.<) 

-1 4 

IS 7 

A 4 

Real Estate 

o.« 

U'j 

-4 4 

U> d 

1 l.f 

Combinations of Real Lstale & 






Insurance Oflicos 

’S.l 

-4 4 

-7.0 

-20 f4 

1') / 

Holding and Investment Offices 

-2.0 

1 () 

7 4 

4 0 

I'i 

Note Data are net percent changes ot the f9ti() base datii, 

1 )etail d(U‘s noi ,idd lu tufa 


because only selected industry s^Hips are shown 
^Includes only deregulated groups in eadi of tin* niajoi industry groups 
Source U S. Small Busjness Adminislinlion, Oflico of Advoi aty, Sriuill fhiMMuss 1 >al.i Hasr, 
unpublished data. 
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Table A3. 18 Suivey of Cnterui Used in Motor Canier 
Selection 


Factor 

Average Rank 

Mid- 1981 Later Years 

Ke liability ot delivery 

1 

3 

Speed of delivery 

2 

8 

Price/rate 

3 

1 

Promptness of pickup 

4 

4 

Loss and damage history 

5 

5 

Tracing capability 

6 

6 

Claims service 

Timely acceptance ot shipments of all 

7 

7 

sizes 

8 

9 

F 1 nanc i a 1 cond It 10 n/sta bi 1 1 ty 

9 

2 

Insurance coverage 

10 

10 


Note' Survey was based upon 1 30 shippers representing all iirm sizes 
and a wide range of industries The survey was conducted m 1981 by 
the Paden Company for the Interstate Commerce Commission. 


Source Interstate Commerce Commission, Ottice ot Transportation 
Analysis, "Statf Report No. 8" (Washington, D.C U 5 Government 
Printing Office, june 1982), p 19 
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Aifce Kidder "Economic Consequences Primary data source* 1 Overall rmprovements m 

of the 1980 Motor tw'O interviews (in 1979 service quality. 

Carrier Act on Ser\'ice and 1 981 ) with 290 2. Somewhat greater tendency 

to Rural Areas/' firms located in rural for those located in very 

Invited Paper U S. DOT areas of South Carolina, remote areas (i e , far from 
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(Percentr Deregulated Indastnes by Employment 
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Table A3. ^3 Job Ocdbon in All and Scleclcd DeroguLitecI (ndii^tnc^ in bn ins with 
Fewet Than 100 Employees, 1976-1982 


Major IncliiSlry Group 

lotcil 

Firms With 
Fewer Than 

1 00 Employees 

Percent of Jobs C tea It d 
in Firms with Fewer than 
100 Lnijjloyees 

Total, All Industries 

11,B70,978 

6,251,137 

52.7 

Total, Deregulated Industries 

1,889,623 

1,006,636 

53.3 

Oil & Clcis Extract Bon 

J1 i,232 

144,627 

46 2 

Railroad '1 ransporl.^lion 

“58,018 

732 

100 0 

Local & Intern rhan Transportation 

7,580 

11,623 

100 0 

Trucking & Warehousing 

168,015 

111,687 

66 5 

Air Transportation 

88,804 

19,908 

21 6 

Transportation Seivices 

102,555 

64,149 

62 6 

Communications 

231,828 

43,145 

18 6 

Banking 

346,572 

142,744 

41.2 

Credit Agencies Other than Banks 

75,921 

47,196 

62 2 

Security, Commodity Brokers 

89,556 

40,908 

45 8 

Insurance Cairlers 

203,287 

45,606 

22,5 

Insurance Agents and Biokers 

204,173 

94,139 

46 1 

Real Estate 

185,062 

233,276 

100 0 

Combinations of Real Estate & 




Insurance Offices 

-1,401 

“449 

— 

Holding and Investment Oftrees 

-67,543 

8,095 

100 0 


Source: U.S. Small Bubiness Admmislralion, Office of Advocacy, Small Business Data Base, 
unpubliihed data 


197 




Chapter 


Synopsis 


Introduction 


Small Business Financing 


Strong demand for funds by all sectors in the economy^ including a 
large deficit In the federal budget, is exerting pressure on U.S. credit 
markets. Interest rates are still at a relatively high level, putting pres- 
sure on many firms with stagnant demand or heavy reliance on debt 
financing. Overall, however, financing has been available to small 
businesses. Small business loans by small banks and finance compa- 
nies have increased substantially since late 1981 as the economy 
expanded. 

Small businesses continue to pay a premium of 2 to 3 percent, 
compared to rates paid by larger businesses; however, higher risk 
borrowers are expected to pay a higher rate of interest. The actual 
range of rates paid by bank loan borrowers was wide, from below 10 
percent to above 16 percent during February 1984. 

Equity financing for young and fast-growing firms has Increased 
dramatically during the past several years, contributing to the expan- 
sion of venture capital investment from 1982 to 1904. Small compa- 
nies also took advantage of various regulatory and reporting changes 
initiated by (he Securities and Exchange Commission, by Issuing a 
record number of small offerings, initial public offerings, offerings 
under Form S-18 Registration, and Regulation D. 

Developments in the financial services industry will have a strong 
impact on small business financing in the future. Competition for 
deposits and loans will increase fis deregulation proceeds. Small finan- 
cial institutions should remain an important source of financing. In- 
creased funds and new products and services offered by these 
institutions should benefit most small businesses. 


Small businesses depend on financing from both internal 
and external sources for their successful operation and 
continued expansion,' The primary concern regarding 


’Current information is not available on the sources of internal financ- 
ing to small firms, funds generated internally through retained earn- 
ings and depreciation allowances For historical data on internal 
financing for small corporations, see The State ol Small Business A 
Repot t of the President (Washington, D.C Government Printing 
Office, March 1 984, hereafter. The State of Small Business, 1 984) 
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Table 4*1 Mayor Borrowers m the U 5 Oocfit Market, f 97% 
Second Quarter 1904 (Bifhons of DoJiaf^} 



Federal 

Governmenl 

Households 

NardMi<)ncuil' 

Business 

Tol.il' 

1979 

37 4 

179 3 

151.7 

186 0 

1980 

79 2 

122 1 

126 1 

144 6 

1981 

B7 4 

127,5 

1 59 A 

J8(> 4 

1982 

161.3 

94 5 

117.1 

404 1 

1983 

186.6 

175.4 

127.7 

526.4 

1984-|2 

184 1 

215 2 

21 1.5 

648 7 

1984-lP 

161 9 

290.7 

241 2 

699. 1 


'Total includes minor as well as ma^or bormwers. 
^Seasonally adjusted annual rates. 


Source Board of Governors of the federal Reserve System, riowd 
Funds Accounts, Second Quarter 1984, Annuni Revistom (Welshing 
ton, D C ‘ Board of Governors of the Federal Reserve System, Septeni 
her 1 984), p. 3 


external financing is access to capital at competitive 
rates. 

The financing needs of a small business vary during 
different phases of the business cycle. During a roceS‘ 
sion, for example, financing is needed to relieve the 
pressure of built-up inventory and compensate for the 
lack of liquidity caused by slow sales and customer late 
payments. As the economy recovers and expands, credit 
IS needed to expand inventories and accounts receivable 
and to acquire new equipment and facilities. 

Major developments in the economy and financial 
markets that affected the financing activities of small 
businesses during the past IS months included a dramat- 
ic business recovery and heavy borrowing by other sec- 
tors in the economy, an explosion of activity in equity 
markets, and deregulation and innovation fn the finan- 
cial services industry. 

An understanding of how small businesses financed 
their recovery and expansion in recent years is necessary 
to gam a complete picture of small business in 1984. It is 
important to examine borrowing and lending in the 
economy, the flow of funds to small businesses in both 
e credit and equity markets, and the role of government 
in the financing of new businesses. How the deregulation 
ot the financial services industry affects small financial 
institutions also provides a clearer view of how small 
business will fare in the future. 
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Borrowing and 
Lending in the 
Credit Market 
During the 
Recovery of 
1983-1984 


The expanded use of credit during the lecent recovery 
was dramatic. Funds used by all sectors totaling $526 
billion in 1983 represented a 30-percent increase over 
1982. Preliminary data for the second quarter of 1984 
showed that borrowing has continued to accelerate (Ta- 
ble 4.1). 

All major borrowing sectors in the economy registered 
a strong demand for financing. Federal Government bor- 
rowing, which increased substantially after the 1980 re- 
cession, remained at a high annual rate of $1 62 billion 
after six quarters of the recovery. Federal budgets usually 
buffer a recession's impact on the economy by injecting 
additional spending through budgetary deficits. There- 
fore, the federal budget deficit usually peaks at the time 
of a business recession trough and declines as recovery 
progresses.^ However, the economic recovery of the past 
1 8 months has not produced the expected decline in the 
budgetary deficits. 

The Government's share of total borrowing did de- 
crease, but the relative decline is attributed to large in- 
creases in borrowing by the household and business 
sectors (Chart 4.1). Vigorous economic activity stimulat- 
ed household and business borrowing despite relatively 
high interest rales. 

Consumers borrowed heavily in 1983 and 1984 to 
purchase housing and consumer durables. Installment 
sales credit for purchases of automobiles, furniture, and 
home appliances increased from an annual rate of $23 
billion during the first quarter of 1983 to $100 billion 
during the second quarter of 1984. 

Business borrowing in credit markets accelerated from 
the third quarter of 1983. The net increase in borrowing 
by non-financial corporations rose from an annual rate of 
$1 28 billion in 1 983 to over $200 billion in the first and 
second quarters of 1 984.^ (Table A4.8) Business borrow- 
ing was sluggish in 1980 through 1982 and during the 
first two quarters of the recovery. Increased profits and 
cash flows allowed for the repayment of debts during the 
early stages of the recovery. However, as the recovery 


^To the extent that quarterly estimates of the federal budget are reli- 
able, budgetary deficits for the fourth quarter of 1982 were at an 
annual rate of $208 billion. See Federal Reserve Bank of St. Louis, 
Monetary Trends (St. Louis, MO, Federal Reserve Bank of St Louis), 
September 1983, p 14. 

^Board of Governors of the Federal System, Flow of Funds Account, 
Second Quarter 1984, Annual Revisions (Washington, D.C , Board 
of Governors of the Federal Reserve System, September 1984). 
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Percent 


CharJ 4.1 Share of Total Borrowing in the U S Oodil Matket by Ma/orSoii;^ 
1971-1984 



Source Board of Governors of the Fedeial Reserve System, How of fiuuk Account SrmI 


rapidly progressed, business demand for funds lo in- 
cr^se inventories, receivables and acquisitions of plain 
and equipment exceeded the available intoinally gener- 
ated funds, Therefore, borrowing became ne<-e.ssarv 
However, borrowing in the bond market, which usually 
becomes more important during per iods of recovery and 
ear y expansion, has increased only slightly clurrng this 
recovery. Short-term borrowing in bank and othei loans 
seems to have accounted for most of the incicase. 
ne strong increase in the demand for credit by all 
sorrowers was one mam reason for rising interosl 
rates m the early stages of the recovery. Usually, interosl 

n,frf 12 to 18 months into a recovery, 

u ing this recovery, however, interest rales have risen 
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1971 72 73 74 75 76 77 78 79 8 0 81 82 83 84 

Quarterly Data 

Sources Commercial Paper and Aaa Corporate Bond Rates Federal Reserve Board, "Selected 
Interest Rales and Bond Prices" (Washington, D C Board ot Governors of the Federal Reserve 
System, various issues); and Prime Rale; U.S Department of Commerce, Bureau of Economic 
Analysis, "Business Conditions Digesl" (Washington, D.C,. Government Printing Office, var- 
ious issues) 


Since May 1 983, five months after the trough, and have 
remained at a relatively high level (Chart 4,2). This in- 
crease seems to have had only a limited impact on busi- 
ness activities, as the recovery continued at a faster rate 
than expected. Pent-up demand for housing, large in- 
creases in income, and the effect of the 1981-1982 lax 
cuts — as well as the existence of a large deficit — may 
explain this continued strength in the economy, despite 
relatively high interest rates. The rates have declined 
since the third quarter of 1984. 

High nominal and real interest rates attracted capital 
from foreign countries and supplemented the supply of 
funds from domestic sources, such as personal savings 
and monetary creation. During the second quarter of 
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Table 4.2 Mayor Sources of Funds tn the U.S,, 1979-Second Quarter 1934^ (Bih 
lions of Dollars) 



1979 

1981 

19B3 

1984-1 

1 984-2 

Personal Saving 

97 

137 

118 

153 

14& 

Gross Business Saving^ 

323 

347 

370 

400 

407 

Net Business Saving^ 

-4 

“50 

“1 

-108 

-101 

Net Government Saving 

14 

-27 

-135 

-107 

-113 

Net Imports 

-U 

-28 

0 

52 

55 


^This table does not provide an accounting framework of sources of financing Rather, it is 
Intended to identify major sources of funds A negative source could be interpreted as a use of 
funds. 

^Cross business saving is defined to include total undistributed profits and total capital con- 
sumption of farms, nonfarm, noncorporate business, and corporate business 
^Net business saving is defined as gross business saving minus gross investment in mulli-famSIy 
units, nonresidential plant and equipment, and inventories 

Source: Compiled from Board of Governors of the Federal Reserve System, Flow of Ftiixh 
Accounts, Second Quarter 1984 Annual Revisions {Waslvngton, D C : Board of Governors of 
the Federal Reserve System, September 1984), p. 1, 


1 984, the surplus of imports over exports climbed to an 
annual rate of $55 billion. A net import surplus implies 
an inflow of foreign savings for use in household and 
government consumption and business capital invest- 
ment (Table 4.2). While high interest rates appeared to 
have little effect on businesses with strong sales, they 
caused difficulties for many export industries, especially 
the farm sector and slow-growth industries. 

Financial institutions — especially banks — always have 
been the primary supplier of external funds to small busi- 
nesses, which have limited access to organized open 
markets for stocks, bonds, and commercial paper. Com- 
mercial banks and savings and loan associations (S&Ls) 
used to experience an outflow of depository funds when 
open market rates exceeded regulated rates on deposits 

The elimination of ceilings on deposit rates offered by 
depository institutions provides a more competitive mar- 
ket for savings by depository institutions. High, fluctuat- 
ing interest rates will have less impact on the flow of 
funds at these institutions. In fact, despite a relatively 
high interest rate, depository institutions have been com- 
peting successfully for savings funds since the deregula- 
tion of interest rates took effect in 1983. 

In short, the financing environment faced by a small 
business during the 1983-1984 recovery was character- 
ized by high interest rates with sufficient funds available 
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Small Business 
Borrowing in the 
Credit Market 


from tinancial institutions. In an economy in which sales 
are expected to grow, availability of funds is a major 
concern to small business borrowers. Although small 
businesses appear to be obtaining credit, certain groups, 
such as the housing industry and related sectors, have 
been affected by high interest rates These groups are in 
industries where demand is sensitive to interest rates or 
where interest costs account for a higher percentage of 
sales 


The financing needs of smal I businesses vary for different 
industries and stages of business formation. For a start-up 
mom-and-pop firm, financing comes mostly from private 
sources, such as personal savings, and loans from close 
relatives or friends. Because much of personal equity is in 
real estate, home equity financing made available by 
financial institutions has become an important source. 
For larger small businesses — or for entrepreneurs devel- 
oping new products, services, means of production, or 
distribution channels — capital comes from financial in- 
stitutions and organized venture capital firms, as well as 
from friends, relatives, and informal investors. 

For an established firm, financing needs arise when 
cash inflow lags behind cash outflow because of the rise 
in receivables and inventory buildup. When the need to 
expand plant and equipment exceeds internally generat- 
ed funds, demand for outside funds also arises. For short- 
term financing, most small firms rely on trade credit from 
suppliers and lines of credit from bankers. 

Asset-based term loans from banks and other financial 
institutions, leasing, and internally generated funds (fror 
depreciation allowances and retained earnings) ar 
sources of capital for plant and equipment expend itures 
As the economy recovers and sales increase, small busi- 
ness financing needs also increase. Demand for funds 
expands when increased sales lead to an increase In 
receivables, work-in -progress, finished goods inven- 
tories, and additional equipment. 

Most data on small business financing are fragmented 
and usually not current. Limited information is available 
on the amounts and types of financing obtained by the 
small business sector during the 1983-1984 recovery. 
Small business borrowing intention surveys, conducted 
by the National Federation of Independent Business 
(NFIB) and by the Heller-Roper Group, indicated differ- 
ent financing activities for the small business sector. The 
NFIB survey revealed a weak demand for borrowing from 
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Table 4.3 Commerctel pnd Industffal Logins by Large Weekly Reporlmg ami C )tf]er 
Conimeraal Bankb, December i979-^lune 1984 (Bilhonb of DoUars)^ 

Large Weekly 

Reporting Banks Other Bartks 

All Percent Ik'rtc'ni 



Banks 

Amount 

Growth 

Amount 

Cifowlli 

December 1979 

292 4 

158.1 



134 J 


December 1980 

32S.3 

176 I 

11 

4 

149,2 

MJ 

December 1981 

360.1 

197 0 

f } 

9 

163 1 

9 1 

December 1982 

394.7 

218 S 

10 

9 

176,2 

B 0 

December 1983 

416.2 

22J 9 

2 

■5 

192 } 

9 1 

1983-^March 1984 

432 8 

231 1 

12 

8- 

201 7 

19.6^ 

-June 1984 

452.4 

243 6 

17 

6^ 

208.8 

17 2^ 


’ Not seasonally adjusted, large weekly reporting banks are banks wtlFi domestic abbots of Si 4 
billion Or more on December 31, 1982 
' Annual rale ot change from December 1 983 

Source Compiled from Board ot Governors of the Federal Reserve System, rodurajf 
Bulleun (various issues). 


exterDctl sources^ while the Heller survey showed a i>lovv 
but steadily increasing demand for financing in response 
to improved sales/ 


Busmobb Loans 
froni Commoraat 
Banks 


Commercial banks remain the most important supptrers 
of external funds and services to small business. Approxi- 
mately three out of every four existing small businesses 
have borrowed from banks. Bank loans to small business 
tnereased steadily during 1983 and accelerated during 
the first six months of 1984, Outstanding commercial 
and industrial loans (C&l loans) to business by all com- 
mercial banks increased little during 1983 after glowing 
at a rate of 9 to 11 percent between T980 and 1982. 


See National Federation of Independent Business, Quarterly Uo- 
nomic Report for Small Busmess (San Mateo, California. NFfB He- 
o ^ Education Foundation, April 1984). and Meller/Roour 
Smaf Business Barometer (Chicago, Illinois: Walter Heller Inturrui- 
na orporalion tnstitute for Small Bustness) various issues. 
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Loan Rates 
Chatged by 
Banks 


However, C&l loans outstanding tor small banks, whose 
loans arc mostly to smallei businesses, increased 9 1 
percent during 1983, compared to an increase ot 2 5 
percent for large weekly reporting banks (Table 4 3)' 
Large bank tending has been subject to tiuctuations in 
borrowing by large corporations, which borrowed exten- 
sively from banks tor short-term financing during the 
tight-money period of 1981-1982. As interest rates de- 
clined and profits improved during the recovery, these 
giant cot poralions returned to the open markets for lund- 
ing and made repayments to banks/' 

While large bank loans to large businesses fluctuated, 
borrowing by small businesses from smaller banks grew 
steadily As sales continued to expand, more financing 
was needed for additional receivables and inventories 
During the first and second quarters of 1984, C&l loans 
outstanding for small banks increased at annual rates of 
more than 1 5 percent. Large corporations have also re- 
sumed their bank borrowing since the beginning of 
1984, when their capital expenditures and external fi- 
nancing requirements began to increase and bond issues 
slackened because of uncertainties in the bond market. 
Short-term loans to large businesses, as reflected in bank 
loans of $500,000 and more, began to increase again in 
February 1984 (Table A4.9),' 

Loan rates paid by small businesses have declined since 
August 1981 . This pattern is consistent with the decline 
in overall market rates, which edged up slightly during 
the second quarter of 1984 (Tables A4.1 1 and A4 12). 
During May 1984, loan rates for short-term loans under 
$100,000 were approximately 14 to 15 percent (Table 
4 4) These rates were relatively high, considering that 


'’Weekly reporUng banks include 1 banks thal had domestic oil ice 
assets exceeding $1 4 billion as ol December 31,1 982 See Federal 
Reserve Board, SlatiUical Release, New E4 2 Series, janiiary 19, 
1 984 

^’According to a survey by llie Federal Reserve Board, most of the loans 
made by large banks to large businesses were short-term In 1 982 and 
1983, 85 to 90 percent of bank loans were short-term and 85 to 90 
percent of short-term loans were for $500,000 or more (See Tables 
A4 9 and A4.10 ) 

^Seealso Board of Governors of the Federal Reserve Board, "Survey of 
Terms of Bank Lending,'' Statistical Release E 2 The survey is best 
used for information on loan rates. Loan volume data from the survey 
for small businesses cannot be reliably estimated 
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Table 4.4 Loan Rales and Other Terms of Short-Term Loam Made During the 
Week ot May 7-1 1 , 1984 




Sue of Loans (Thousands of Dollars) 



1-24 

25—19 

50-99 

100-499 

500-999 

1,000 & 

over 

48 Large Banks 







Weighted-Average Rale 

(Percent) 

14 5 

14 2 

14 1 

13 7 

13 2 

12 1 

Maturity (Months) 

5 0 

5 4 

5 2 

4 3 

2 8 

0.7 

Percent with Floating Rates 

Other Banks 

35 

36 

58 

67 

69 

35 

Weighted-Average Rate 

(Percent) 

15 0 

14 5 

14 5 

119 

13 5 

12 3 

Maturity (Months) 

4 5 

4 5 

5 0 

5 7 

19 

1 5 

Percent with Floating Rales 

32 

42 

52 

64 

70 

40 


Source Board of Governors of the Federal Reserve System, "Survey of Terms of Bank Lending* 
(Statistical Release E 2., July 5, 1984). 


the inflation rale was 4 to 5 percent, Such high real 
interest rates could force many small businesses into fi- 
nancial difficulty again in an economic slowdown. 

The cost of borrowing money from banks by small 
businesses is the subject of much discussioiv It is not 
uncommon to hear of one small business owner paying 5 
to 7 points over the prime rate, while another firm re- 
ceives a below-prime loan. This wide variation in loan 
rates is understandable because approximately 14,50C 
banks operate over 40,000 branches i n the U nited Slates^ 
making over 200,000 loans in an average week/^ 

Loan rates are generally determined by overall interes 
rates in the credit markets, demand and supply ol fund 
in the local market, and the financial condition of thi 
borrower. Loan rates usually are set by the borrower ant 
lender and, therefore, may vary widely. For example, ii 
the first week of February 1984, the Federal Keservi 
Board reported average bank interest rates of 1 1 .06 pei 


®Small borrowers paid loan rales of 12 lo 11 percenl dunni^ 19? 
when ihe economy was approaching ihc end of an ocpansion and ll 
consumer price index was increasing al approximately lU percer 
*^11 was estimated lhal for the week of May 7 through 11, 198 
195,000 sfiort-lerm loans and 16,000 term loans were made liy tl 
commercial banks in the United Stales See Board of Governors cf il 
Federal Reserve, "Survey of Terms of Bank Lending'", Statistical R 
lease E 2 (July 5, 1984) 
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cent tor short-term commercial and industrial loans and 
1 1 92 percent for longer term loans But the actual range 
ot rates varied from below 10 percent to above 16 5 
percent 

Small businesses usually pay a premium, compared to 
rates paid by largei businesses Loan rates are affected by 
many factors term to maturity, prior commitment, ad- 
justable versus fixed-rate arrangement, types ot collateral 
used, local credit market conditions, and special charac- 
teristics of borrowers and lenders Consequently, it is 
difficult to determine the rate spread on size difference 
alone To provide a better understanding of the size pre- 
mium, i.e., how interest rates differ by the size factor 
alone, a statistical investigation of loan rate data collect- 
ed in the Survey of Terms of Bank Lending was undertak- 
en by the Office ot Advocacy of the U S Small Business 
Administration, Preliminary findings are summarized 
below:” 

1. Loan size, commitment, floating versus fixed rate, 
maturity and the size ot banks are important determi- 
nants of loan rates; they were found to be statistically 
significant in the regression estimates. However, 
these factors explain only 30 to 50 percent of the 
variance in loan rates. 

2. Borrowers of small loans paid higher rates during 
most of the period under observation, except during a 
tight-money period, when some small banks charged 
rates lower than the rates larger banks charged to 
large businesses On average, as loan size increases 

^^Cstimates from the Federal Reserve Board indicated lliat the un- 
weighted average for all short-term and term loans for Novemtjer 
1983 was 12 9, with a standard deviation of 1 66 Assuming a 2 
standard deviation to the left and to the right of the mean, a range of 
rates between 9 58 and 16 2 results About 95 percent of loan rates 
should fall within this range 

"The Federal Reserve Board provided assistance in generating numer- 
ous regression estimates using data collected from the Survey of 
Terms of Bank Lending Multiple regression estimates were made for 
each quarter for the whole period from February 1 977 to November 
1983 The estimated equation for all banks for February 1984 is: 
16 53-0 339 Amount + 0 00012 Mat- Days- 0 31 7 Commit -0 267 
Demand - 0 063 Floating + 0.325 Collal - 6 84 Bk-Assets For a 
definition of these variables and l-values, see Table A4.13. 

’^Only size of loan, rather than the size of business borrowers, is 
available in the data collected For a discussion of the link between 
the size of loan and size of borrower, see Martha Scan Ian, "Relation- 
ship Between Commercial Bank Loan Size and Size of Borrower," m 
Stuches of Small Business r-mance, Report to the Congress by the 
Interagency Task Force on Small Business Finance (Washinglon, 
D C Interagency Task Force, February 1982>. 
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Business Loans 
by Finance 
Companies 


from $50,000 to $500,000, loan rates will decrease 
by 80 basis points 

The rate spread between large and small loans 
changes during business cycles. During the light- 
money period of 1981-1982, the spread belween 
small and large loans narrowed. For biflion-dollar 
asset banks, the spread narrowed to 23 basis pornh 
when loan size changed from $50,000 to $500,000. 
3. Larger banks seem to have charged slightly higher 
rates for all sizes of loans during most ot the penod 
under investigation, as indicated by the positive signs 
for the bank size coefficient. This relationship is less 
ambiguous for banks with assets of $1 billion and 
more. Among banks in this group, the larger the bank 
size, the higher the rates charged. 

In summary, aside from factors such as loan size, maturi- 
ty and size of bank, loan rates paid by small businesses 
are also determined by degree of risk (or a lender's per- 
ception of loan risk) and competition in the local market. 
These factors accounted foi more than 50 percent of ihe 
difference in rates charged by banks. A better under- 
standing of these factors, and particularly how the nsk 
factor is related to rates charged by banks, vyould prov/dc 
a better understanding of the cost of small business 
borrowing. 

Finance companies, or "asset-based lenders,'' provide 
financing to small businesses on loans primarily secured 
by either working capital assets such as inventories and 
receivables, or by machinery, equipment and real estate. 
Business lending by finance companies has increased 
substantially since the 1983 recovery. Total outstanding 
business receivables by finance companies rose 17,5 
percent from December 1982 to December 1983 and al 
an annual rate of 19 percent from December 1983 to 
May 1984. This increase was observed in all types of 
business loans, with the possible exception of receiv- 


^'^This js based on an average coefbcienl of 0 35 for the indepencfenl 
variable natural logarithm (In) of loan Sfze For example, with a 
coefficient of -0.35, 0 35 times InSO 1 37 while 0 35 times In 500 
will be 2, 18 (loan amount unit $1000). A loan of $500,000 wilf be 
charged at 2.18-1 37 = 0.81 percent less than a loan of $50,000, 
assuming other terms of loan, such as maturity and collateral, are 
identical 
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Commercial and 
InduUna! Loans 
by S&Ls 


ables in industrial and tarm equipment, which showed a 
small increase because the tinancial clitticuliies taceci bv 
farmers continued to depress farm implement sales ( la- 
ble A4 1 4) 

Since the passage of the Depository Institutions Act o( 
1982 (P.L. 97-320), Federal Savings and Loan Associ- 
ations (S&Ls or "thrifts") are allowed to make commercial 
and industrial loans up to 1 0 percent of an S&L's assets 
How S&Ls have taken advantage of this expanded au- 
thority to offer new products is difficult to evaluate As of 
March 1984, non-mortgage commercial loans (secured 
and unsecured) for all Federal Savings and Loan Insur- 
ance Corporation-insured institutions totaled $4.5 bil- 
lion, out of total gross loans of $710 billion.'’’ 

New commercial loan activity has been limited so far 
to larger savings and loan associations. The high over- 
head cost of initiating a commercial loan program, espe- 
cially the cost of recruiting experienced commercial loan 
officials, IS one reason for this slow growth. Many larger 
S&Ls recently joined together to offer commercial loans 
to compete on the same scale as other major suppliers of 
corporate credit across the Nation ''' However, these ef- 
forts are aimed at lending to larger corporations 

Besides the high overhead cost of initiating a commer- 
cial loan program in S&Ls, another major factor affecting 
the growth of S&L business lending activity is whether 
thrifts are allowed to accept commercial demand depos- 
its. Statistical analysis of determinants of commercial 
loans by state-chartered thrift institutions in New England 
found that "the ability of thrifts to accept commercial 
demand deposits significantly affects the probability that 
thrifts will engage m commercial lending,""* Since the 


'■’From Quarterly Report Aggregate Tables made available by Statistical 
Division, Office of Policy and economic Research, Federal Ffonie 
Loan Bank Board This is the first issue in which commercial loans 
were separately listed See also "S&L Use of New Powers A Com- 
parative Study of State and Federal-Chartered Associations," Eco- 
nomic Review (Atlanta, Georgia. Federal Reserve Bank ol Atlanta, 
October 1984), pp 18-23 

'^"Flow Three S&Ls Have Found Salvation In Their Own Financial 
Services Firm," American Banker, September 28, 1984, p 16- 
' '’Constance Dunham and M E Cuerin-Calvert, "Determinants of 
Thrift Institutions' Commercial Lending Activity," in PraceedingsofA 
Conference on Bank Structure and Competition. Federal Reserve 
Bank of Chicago (Chicago, III . Federal Reserve Bank of Chicago, 
May, 1983), p. 141 



chart 4.3 Investment in Financial Assets by Households, December 198J 



Source Board of Governors of the Federal Reserve System, Balance Sheets fur the U S 
Economy, f 945-/ 9^3 (Washington, D C • Board of Governors of the Federal Reserve System, 
April 1984). 


enactment of the Depository Institutions Act of 19f)2, 
federal savings and loan associations are authorized to 
accept commercial deposit accounts. As more stale and 
federally chartered S&Ls develop commercial deposit ac- 
counts, their interest in extending commercial loans will 
be greatly enhanced 

Equity Capital for While internal sources and financial institutions provide 

Small Businesses most of the financing for established businesses, equity 
investment is especially important to new and growing 
firms. 

The sources of equity and venture financing include 
personal savings of entrepreneurs, which probably repre- 
sent most of the equity investments for small firms; (he 
informal investor market, which includes families, 
friends, and other local individuals; the more formalized 
venture capital industry, which represents the new insti- 
tutional source of growth capital; and, finally, the public 
equity investors, who invest in equity-type situations 
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Ecjuity Investment 
by Household in 
the United States 


Net Worth of U.S. 
Business 


seeking higher after-tax yields on investment. Data are 
limited on the supply of equity capital to small business 
To provide an estimate of the magnitude, it is necessary 
to examine household assets as well as the equity capital 
of the businesses 

Equity IS ownership in a business, either through a propri- 
etorship or partnership or through corporate common or 
preferred stock holdings 

Household investment in business equity increased 
steadily during the 1970s. Equity in noncorporate busi- 
ness constituted around 22 percent of the total financial 
asset holdings of households in 1970, and increased to 
30 percent in 1981, before declining to 27 percent in 
1983.'^ 

In 1 979, nearly one-third of U.S. households with an- 
nual incomes of approximately $50,000 or more held 
assets in the form of business equity (in farm or nonfarm 
businesses).'® As of December 1983, some $3.8 trillion, 
or 45 percent, of financial assets held by households was 
in corporate and noncorporate business equity (Chart 
4.3). 

Total net worth, at book value, for nonfarm, non-finan- 
cial businesses in the United States grew from $1 .53 
trillion in 1979 to $2 10 trillion in 1983.'® This amounted 
to an increase of $142 5 billion a year during that four- 
year period. “ The increase in net worth at book value 
comes mostly from two major sources: retained earnings 
and new equity capital, such as new stock issues and 
paid-in capital. Historically, retained earnings account 
for 40 to 60 percent of the total increase in equity capital 
for non-financial corporations.'" This implies that new 


’^Computed from Table A4.15. 

^^See Chapler A, The State ofSmail Business^ A Report of the Presrclent 
(Washington, D C U,S Government Printing Office, March 1 983), 
pp 1 06-107, hereafter. The State of Small Business, 1983. 
i^5ec Board of Governors of the Federal Reserve System, Balance Sheet 
for the U,S, economy, 1945-83 (Washington, D C Board of Gover- 
nors of the Federal Reserve System, April 1984) 

^"Cquily capital from internal sources grew at a slower rate diiring this 
period because of the recession's impact on business profits and 
retained earnings 

^’Computed from Appendix Tables A3. 16 and A3 17 of The State of 
Small Business, 1984, 
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equjty capital from external sources averaged $57 to $86 
billion for non-financial corporations and approximately 
$16 to $24 billion for nonfarm, non-(inancial, noncor- 
porate businesses. 

The equity market has become an increasingly tmpor- 
tant source of capital to small firms since 1980 — espe- 
cially between 1982 and 1984. External sources of 
equity capital come from private sources such as friends, 
relatives, and personal savings, and from the oignntml 
venture capital and public equity markets.''' The volume 
of equity financing varies widely in response to changes 
in business activities, corporate profits, and new busi- 
ness formation. The recovery in the stock market since 
August 1982 raised expectations about the fund.s the eq- 
uity market might provide to new enterpiisos, especially 
in high technology In fact, the boom in the pultlic issue 
market helped raise interest in the venture capital mar- 
ket. Many venture capital investments in new fitms were 
made with the intention of bringing the company to t/ie 
public issue market 


Public Offering of The volume of public offerings, especially equity issues. 
Corporate has continued in an upward trend that stalled in 1979 

(Chart 4,4). Total corporate socurilios offerings grew 
1979-1984 $34 9 1979 (q 397 3 j,, ,9^5 

while offerings in common stock and in othoi GCjuity 
instrurnents increased from $8,5 billion to $42.9 bdlion. 
Equity issues increased as a percentage ot total offerings 
from under 25 percent during the 1974-1979 period to 
44 percent in 1983 (Table A4 16). 


Historically, small businesses have not participated 
heavily in the public equity market. However, iheie are 
indications that increased public acceptance of eriuily 
issues by small companies has encouraged more tratlici- 
pation. Moreover, the Securities and Exchange Commis- 
sion (SEC) has continued efforts to reduce transaction and 
reporting costs of small issue offerings by small corpora- 
tions Small corporations with growth potential liave tak- 
en advantage of these changes in tlio public equity 
market For example, small offerings issued by compa- 
nies with a net worth under $5 million increased from 
$3.2 billion in 1982 to $9 billion in 1983. Initial public 
offerings (IPOs) or unseasoned primary common slock 
registrations, as reported in the SEC's Monthly Stolisttrnl 


^‘See Chaptef 4, The Stale of Small Business, 1983. 
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Chart 4.4 Total Registered Offerings, Equity Offerings, and Initial Public Offerings 
by U S Corporations, 1974-1983 




Total Registered Offerings 

Offerings in Common Stock & Other Equity 

Initial Public Offerings of Common Stock & Other Equity 


Source Conif3iled from U S Securities and Exchange Commission, Sm<i// 8ihtness Capital 
forniaUon Trends, 1974-1983 {Washington, D C.‘ Securities and Exchange Commission, 
September 1 Q84). 


Review, also grew rapidly, from $1 .6 billion in 1982 to 
$7,7 billion in 1983 (Table 4 5), Over 75 percent of the 
issuers of common slock/IPOS are firms with assets of 
under $10 million (Chart 4.5 and Table A4.17). 

FormS-ia Offerings under Form S-18 Registration — a simplified 

Registration registration and reporting option made available by the 

SEC in 1979 — have also become more popular, increas- 
ing from $530 million in 1 982 to $1,350 million m 1983. 
Most of the Form S-18 registrants are small, high-tech 
startups, according to an earlier SEC stucly.*^^ Since Sep- 


U S Securities and Exchange CommiSbion, Directorate of Eco- 
nomic and Policy Analysis, farm S48. A Monitorins Report on the 
first IB Months of Its Use (Washington, D C. Securities and Ex- 
change Commission, March 1 981 ) See also State of Small Business, 
1983, p. 116 
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chart 4.5 Distribution o! Common btocL Initial Public (Jtlcnn^s by b>i7c of 

/•vsue/s, 



Asset Size of Issuers* 

$1 Million or Less 
$1 Million to $10 Million 
I I Over $10 Million 


Source Compiled from US Securities and exchange Commission, Small Business C<ipjtal 
F ormntton Trends, 1 974^ / 98 ! (Washington, DC US Securities and Exchange Comm ission, 
September 19«4) 


tember 1982, the size limit of the Form S-18 registration 
has been increased to $7.5 million, which should further 
encourage use of this tiling pioceclure 


Regulation D‘ 
Private 

Exemptions fiom 
Registration 


Regulation D attempts to offer a more coherent pattern of 
relief, particularly for small business. It gives issuers a 
choice of thiee exemptions from registration under Rules 
504, 505, or 506. Under Rules 504 and 505, issues up to 
$5 million do not require SEC registration, but may have 
to meet limited restrictions depending on the type of 
investors who purchase the offering. Moreover, if poten- 
tial investors qualify as "accredited" investors, there are 
no specific disclosure or reporting requirements (Rule 
506).^^ During the first year of operation, from April 1982 
through April 1983, an estimated $15.5 billion of securi- 


^'^The State of Small Business, 1983, p. 117 
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Table 4.6 New Comrmtmcnls, Disbuisemont\ and folaf Cafyital R)of of the \4*n- 
tute Capital Indubtry, / 97/- / 98 J (Mil I ions of Dollars) 



New 

Com moments to 
Venture Capital 

Firms 

Disbursements 
to funded 
Companies 

Total Investment 
Capital Pool 

At End of 

Year' 

1977 

1978 

570 

550 


1979 

319 

1 ,000 


1900 

900 

1,100 


1981 

1,300 

1,400 


1982 

1,700 

1,800 

(>,71 1 

1983 

4,100 

2,800 

U,()76 


'Capital pool at year-end should equal total pool at the end of the previous yotir plus new 
commitments minus the amount of net withdrawal (or liquidation) Irom the funds I or 19^) ), 
an additional $600 million was identified which had not been included in the prior c’slinialt\ 


Source* Capital Publishing Corporation, Venture Capital Journal (various issues) 


ties in 7,222 filings wore claimed under Regulation D, 
according to an SEC study. This volume amounted to 
1 7 percent of the total dollar amount of registered offer- 
ings during this period. The Rule 506 exemption, which 
allows for the private placement of an unlimiled amount 
for sales of securities to accredited investors and "Tiunli- 
fied" non-accredited investors, accounted foi 70 percent 
of the total offerings. 

Small businesses made most of the Regulation 1) offer- 
ings, with an average issue size of $2.5 million. Ninety 
percent of the issues were for $5 million or less; howev- 
er, there were several large issues by large corporations. 
Over 15 percent of the firms claiming Rule 506 exemp- 
tion were largo companies with total assets of at least $2S 
million.^'* 


Venture Capital 
to Firms with 
Rapid Growth 
Potential 


The venture capital industry has continued the phenom- 
enal growth that started in 197B. New capital conimitled 
to funds and disbursements to funded companies have 
almost doubled eveiy year for the past five ycats (lal)lo 
4.6). For companies with rapid growth potential, vcinturo 
capital investment provides seed capital dining tht* iMrly 


^^Securities and exchange Commission, Directorcile of Icononiii niifl 
Policy Analysis, Analysis of Rcf^ulation D, (Washingion, l).( . Soui- 
rilies and Exchange Commission, May 1984); horeaflcr, An 
of Rog, D 

Table 7, p 26. 
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stage of the company's formation and lirst- and second- 
round financing during the expansion period ■' 

Unhko the public issue market, which has fluctuated 
widely m recent years, venture capital investment has 
grown steadily However, the character ot the market 
and the industry has changed drastically during the past 
three years Formerly, venture capitalists consisted of a 
group of business development professionals interested 
in achieving high return on their investment through ac- 
tive involvement in the management of firms during early 
stages of their growth. Very few firms were selected, and 
these were nurtured over a span of five to ten years 
Fluctuations in the economy, especially in the public 
investment markets, had relatively little impact on the 
industry. 

There have been many changes in the venture capital 
market since 1980, when Apple Computer, Inc , an ear- 
lier product ot venture capital investment, was brought to 
the public issue market Since then, venture capital in- 
vestment has become more directly linked to the new 
issue market. By bringing a company public, many 
venture capital investors have reaped investment gams in 
a shorter period. With the recovery of the securities and 
initial public offering markets since mid-1982, the vol- 
ume of venture capital investment has surged In 1983, 
some $4 billion was committed to venture capital; the 
industry in turn invested $2.8 billion in about 1,000 
companies (Table 4.6). 

Average investment per recipient firm for early stage 
financing has also increased substantially, from $ 1 .6 mil- 
lion per company in 1982 to $2 3 million in 1983 How- 
ever, many of these deals are syndicated, allow 
individual venture capital funds to limit their con* 
ment. For example, during 1983, the average size 
deal for early stage financing was $2 3 million, whi 
average investmentof a fund madeal wasapproxirr 
$500,000 to $800,000.'^ 

In 1983, there were some 450 venture capital ft 
including 233 independent private funds, 78 corpu 
funds, and 137 venture-related Small Business Inv 
ment Companies (SBICs) Independent private funds, 

See ciho The Suite of Small Bustne<is, 1983, pp 109-110. 

-^”joel Kolkin, "Why Small Companies are Saying No to Venture Caf 
I la I," Inc Magazine {Aiigusl 1984), p 72 
“‘^"Venture Capitalists Invest $2 8 billion in 1903," Venture Capita^ 
journal, May 1 984, pp 7 and 1 0. Average investment of a fund in 
deal was computed from investment data for the thirty most acliv 
venture capital firms 


219 




December June December 


1977 1982 1983 

Source Venture journalf Capiial Publishing CorportUion (various issues) 

contrast to ventiire-capital-related SBICb and corporate 
funds (affiliated with financial and indubtiia! concerns), 
showed the greatest inciease Of a $5,3*billion increase 
in the capital pool between June 1982 and December 
1 903, independent private funds accounted for $4.4 bil- 
lion. Major mvestors in llieso independent funds includ- 
ed pension funds, individuals, foreigners, and insurance 
companies. 

Slower price increases in the stock market have put a 
halt to the rapid growth in venture capital financing in 
1 984. Several securities brokerage fiims have decided to 
cancel or delay the issue of public venture capital funds, 

ot 1983, the share of total capilal invested by the three groups is fiO 
percent for irulependent funds, 21 percent tor carj)aiale suhsidiaries 
and noivSBIC public funds, and II percent for SBICs '^Special Re- 
port Venture Capilal Industry Resources," Venture Cnpftni jounw! 
(July 19, 1983), p 4. 
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Business 

Investment 

Companies 

iSBfCst 


Small Business 
Innovation 
Research (SBIR) 
Program 


Federal and State 
Financing of 
Small Business 


which were so successful during the bull market ol 
1 982-1983 According to projections by Venture Eco- 
nomics Inc , a Wellesley, Massachusetts lesearch tirm 
that follows such financings, new commitment to ven- 
ture capital funds probably will not exceed the 198^ 
level, making 1984 the first year ot no increase since 
1979 ‘' 


Disbursements to small business by SBlCs— privately 
owned companies licensed and funded through the SB A 
to provide equity capital to small firms — increased 27 
percent to $469 million in 1 983. During the lirsl half of 
1 984, SBICs maintained the high 1 983 volume, despite a 
sluggish equity market and continued uncertainty about 
government funding (Table A4.18). 


Since the enactment of the Small Business Innovation 
Development Act in July 1982, more research contracts 
have been awarded by the Federal Government to small 
business research and development (R&D) lirms In 
1983, over $100 million in contracts was awarded to 
small businesses through the SBA's SBIR program, com- 
pared to $45 million in 1982. Retained earnings from 
these R&D contracts are an important source of equity 
capital in the start-up years of small R&D firms. 

In sum, young and fast-growth companies have re- 
ceived an increasing supply of equity capital from the 
public equity market and the venture capital industry 
during the past three years. Increased public interest in 
the equity market and efforts by the SEC to i educe trans- 
action and reporting costs to small issuers are some ot the 
factors contributing to this growth. 


Federal financing assistance to small businesses is pro- 
vided directly through credit programs such as loans at 
subsidized rates and loan guarantees, and indirectly in 


^’"Venlure Capital firms Are Hitby Slower Growth m Financing/' Wall 
Street Journal, August 17,1 984, p 1 7 
^^The performance of public venture capital funds, which was autho- 
rized under the SB 1C Act of 1980, is yet to be assessed 
^ ^Arthur S and Judith l-|. Obermayer, "Case Studies examining the 
Role of Government R&D Contract Funding in the Lady [ I i story of 
FI I gh Technology Companies" (Washington, D.C . Office of Advoca- 
cy, US. Small Business Administration, 1980) NTIS Accession 
Number PB81 108425 
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Table 4.7 Technique's ^ind fools of SUitc 
Devefopmeni 

Direct Financial incentives 
State- Issued Industrial Revenue B<inds 
Locally Issued Industrial Revenue Bonds 
Slate- Issued General Obligation Bonds 
Locally Issued General Obligation Bonds 
Umbrella Bonds 

Industrial Revenue Bond (Guarantees 
Direct State Loans 
Loan Guarantees 
State-Funded Interest Subsidies 

Slate-Funded or State-Chartered Cquily/Venture Capital Corporation, 

Privately Sponsored Development Credit Corpora Ik jus 

Other Financing Programs 

Enterprise Zones 

Customised Industrial Training 

Tax Exemptions, Deductions, Credits and Special Treatment 

Job Creation Tax Credit 

Investment Tax Credit 

Property Tax Abatement 

Business Inventory 

Goods in Transit 

Research and Development 

Pollution Control Equipment 

Industrial Machinery and Equipment 

Industrial Fuels and Raw Materials 

Energy and Fuel Conservation Measures 

Other 

Non-Financial Assistance 
Business Consulting 
Management Training 
Market Studies 
Site Selection 

Licensing, Regulation, and Issuing of Permits 
job Training 

Research and Development 
Business Procurement Assistance 
Specialty Services 

Improvement of the Business Environment 
Physical Environment 
Public Infrastructure Development 
Land Banking 
Buildings 

Business Councils and Economic Deve lopment Corporations 

Source Compiled from Urban Inslilute, et al,. Directory of hn onum 

n r Develofjment m the U.S. (W.islunf>l(in, 

U C Urban Institute Press, 198J), Tables 1 and 4 



the lorni ol t.ix expenditutcs — special piovisiuns in the 
tax laws allowing businesses to deter or reduce their lax 
liabilities and enhance Iheir cash llows (Tables A4 Ih 
and A4.i0) 

Recently, the i-cderal Clovcrnmenl has placed grealei 
emphasis on indirect tinancing through lax measuies by 
the passage of the lax acts of 1 981 and 1 982, which have 
contributed to a substantial increase in the amount of lax 
expenditures At the same time that the Federal Govern- 
ment IS reducing direct business tinancing, state govern- 
ments are providing more direct and indirect assistance 
to business startups and young growth firms, especially 
m high technology, financial assistance includes direct 
loans, loan guarantees, giants, lower tax rates, tax cred- 
its, and accelerated depreciation or expensing " 

During 1981, the 50 states administered 192 direct 
business financing programs, not including lax incen- 
tives A large percentage of state indiistiial financing is 
provided through tax-exempt industrial revenue bonds 
(IRBs) More than $19.3 billion, or 97 percent of the total 
linancing, was provided by the stales through industrial 
revenue bonds in 1981.*'’ I3y 1983, Icjtal industrial rev- 
enue bonds used by states for business promotion in- 
creased to $22.8 billion, accctrding to a study by the 
Congressional Budget Office (CBO) (Table A4.2I).''' 

The Clio study also found that "most of the business 
incentive programs lecently initiated by the states are 
directed toward small business" and that "stale govern- 
ments have become especially active in promoting both 
Intel national trade and foreign investment " It furthei 
noted that "the slates are beginning to I inance RitiD pioj- 
ects aimed at business development;" and indicaleci that 
the Job Training Partnership Act (jTPA) is the primary 
vobicle for both federal and stale )ob training and labor 
adjustment assistance. Other slate assistance to new and 


*‘*.S'(‘C‘ rc)l)lt‘ •! 7 (or a list ol linanti.il .iiut noulin.inciiil assistance' 
'‘’Nfilional Association of Slalc Povotoijnu'iil Adciuic's, fhe NA'tDA 
(oiler, Sc'pU'mlK’i (Wasliinslon, I) ( NASDA, Sc'iiic'iniii'r H, 
l‘)tti). IRtl linancing iiwolvcs inilialivc's lakc'ii try slalc' and local 
govc'inctienis in issuing lax-c‘xc>m|)l sc'curilit's. I ow-interc'st cost is 
mack' possililc' try fc'clural inionu' tax cxcniplions for inic'ic'si income 
oarnc'd by investors Ciovc'rnmonl sulisidic's under this proKram aie 
from tile rederal ratiu'i titan stale or local ftovc'rntnenis 
**’U S , Congrc'ss, C'ongiessional Uiidpel Olfice, /ec/er.if Koh m Si.itc' 
tfic/irs(rr.rf Devc'/o/jrnc'nr ZVoK/.t/ris IWasliinitlon, ()( US Ciovern- 
nient I’rinlinB Office, Icily 1')H-I) 



Small Business 
Financing in a 
Changing 
Financial 
Environment 


Small Banks The 
New Deregulated 
Environment 


young firms has been developed in the 
participation and secondary market activity. 


Small businesses are concerned about doveloj^'^^ 
the financial services industry because they 
these institutions to meet their external financing ' 
Dramatic changes have occurred in the indu^^*'’^ 
the enactment of the Depository Institutions 
tion and Monetary Control Act of 1980 (Dl 
the Depository Institutions Act of 1 982 (Garn-St ^ 

Act). Increasing entry into financial services by H'* 
dustrial and retail corporations, geographic anrl 
expansion by majoi financial service firms; 
elimination of interest rate ceilings on deposits at ch 
tory institutions have all affected competition 
business participation in the financial services iru^^'s 
While Congress considers the impact of reccf'>* ^ 
opments on the structuie of the U S. financial 
technological and financial innovations aic 
to erode previously imposed restrictions on the o> 
sion of financial products Many commercial 
already set up "'nonbank banks/' acquired ouPoP 
savings and loan associations, leased space lo insur, 
companies, and established discount and full-sei vie: 
curily brokerage services. Moreover, a regional 
initiative in the New England states has staiteci a ti 
toward interstate banking in many other regions, inc 
ing the Midwest and the Southeastern slates of N 
Carolina, Florida, and Georgia 
Recent developments in the financial indusliy, iJi 
fore, offer both opportunities and risks to small 
owners. How will they fare in this new environmi 
Will they have better or poorer access to capilaf « 
better or less advantageous price? Can smaller h<\ 
survive in this environment of change and oxpansre 

The survivability of small depository institutions in 
wake of deregulation raises serious quoslioas ah 
whether they will continue in their traditional rob' in 
economy. The mass entry of giant corporations like So 


^^See U S. Small Bui>jness Atim i n istra Non, Oftjce of A8vo( tic y, 5 
Activities in Venture Capital, Barly-Stage Financing, and 
Markets (Washington, D.C ; May 1 984) 

however, 'The Peril in Financial Services/’ Bitsmos*^ Wc 
August 20, 1904, pp 52-57 
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and K-Mart into the financial services inclustiy only inten- 
sifies the concern Many small banks scivin^ small busi- 
nesses and local communities fear they will loe forced to 
close or merge as large institutions enter the local market 
and offer a broader range ot products and services How- 
ever, the dynamics of American industries and the diver- 
sified preferences of American workers and business 
peisons should provide an environment in which many 
efficient and innovative financial institutions will 
prosper. 

Depository institutions have experienced structural 
changes during the past ten years. While the number of 
banks changed little during this period, many new 
branches were being opened until 1982, when major 
banks began to restructure operations by consolidating 
branches and replacing them with Automatic Teller Ma- 
chines (ATMs) (Table A4.22). IBank holding companies 
became the most important form of organization, ac- 
counting for 73 percent of total branches and 86 percent 
of total assets m the United States in 1983 (Chart 4 7 ) 

While financial difficulties have led to an increase in 
the number of banks ceasing operations through absorp- 
tion, consolidation, and merger in the past three years, 
more new banks arc still being opened During 1983, 
405 new banks were established, compared to 373 in 
1982,^'^ New banks are belting that the larger banks cre- 
ated by mergers will ignore small business customers and 
cieate a void that these banks can filL*^^ 

The number of S&Ls declined substantially in 1982 
and 1 983 because of the difficulties they experienced in 
a period of rising inflation and high interest rates (Table 
A4.23). Many S&Ls are burdened by portfolios full of 
low-interest, fixed-rate mortgages. Both large and small 
S&Ls continue to have low net worth and are subject to 
gieat pressure whenevei interest rates move up. 

In short, volatility and uncertainly will continue to 
characterize the banking industry in the 1 9805, The con- 
solidation in the industry, characterized by a large de- 
cline in the thrifts, is the result of a decade of rising 
inflation and interest rates However, there is no indica- 
tion that increased competition resulting from deregula- 
tion and technological innovation has caused mass 


^‘^The number of now banks established from 1978 through 19H1 is 
1 78 banks in 1978, 231 in 1979, 241 in 1900, 250 m 1981 federal 
Deposit Insurance Corporation, Clunges Among OpemUng Banirs 
and Branches (Washington, DC : fDIC), various Issues 
^^^Wafl ht reel fourna I, March 27, 1984 
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chart 4.7 Number of Banking Offices and Total Assets by Type oi Organization, 
1973, 1977. and 1963 



failures or liquidations of smaller institutions in the bank- 
ing industry. 

The broader authority to offer different typos of depos- 
its at unregulated rates allows all depository institutions 
to compete equally foi savings deposits. Small institu- 
tions have benefited from this deregulation. A recent 
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study by the Federal Reserve Bank ut Cleveland tound 
that from December 1982 through March 1984, larger 
banks lost market shares in deposits to thrifts and other 
banks in Money Market Deposit Accounts (MMDA) and 
m large Certificates of Deposit (CDs) 

The cost advantage of large banking institutions in col- 
lecting deposits, extending loans, and providing othei 
financial services m a completely deregulated environ- 
ment may be overstated Developments in the whole- 
sale financial services and availability of netwoikmg 
facilities (e.g., shared ATMs) to smaller financial institu- 
tions have enhanced the abil ity of many smal I institutions 
to compete in the market 

As long as the American public demands varying de- 
grees of quality and convenience, the financial service 
industry will maintain a high level of product diversity, 
where products and services offered by one firm are 
slightly different from those offered by other firms. It is 
reasonable to expect the coexistence of giant financial 
corporations offering "supermaiket'" financial service 
centers and many small financial companies offering 
special services to fill the niches in the market. 

In summary, a more competitive financial service in- 
dustry does not necessarily mean the demise of small 
financial service firms. Most small firms have proven to 
be cost effective and innovative and have taken advan- 
tage of deregulation in the banking industry since 1980. 


''’Paul R \A/atro, "Rate Deregulation and Deposit Sbifliug/' Econonnc 
Co/7?«jen/firy (Cleveland, Ohio Tederal Reserve Bank ot Cleveland, 
July 16, 1984) 

‘'’Past studies on the economies of scale in the banking industry con- 
cluded that economies of scale disappeared as soon as the bonk size 
approached around $100 million m assets To what extent recent 
developments in information and telecommunications have altered 
this conclusion is yet to be assessed See Federal Reserve Bank ot 
Chicago, Banking Structure and Competition, Proceed mgs of a Con- 
ference (Chicago, Illinois’ Federal Reserve Bank of Chicago, May 
1983), Section V, and U S., Congress, Office of Technology Assess- 
ment, Efiects of Information Technology on Financial Services Sys- 
tems (Washington, DC.: US Government Printing Office, 
September, 1984) 

‘'^See Peter Merrill Associates, "Strategic Implication of Consumer De- 
mand," American Banker, December 29, 1982 A survey by the 
company revealed that the upper income groups are the least interest- 
ed in such bundling (of all types of services offered by one institution) 
and "prefer many accounts and other financial service relationships " 
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Small Business 
Credit at 
Competitive 
Prices 


The procesb of deregulation, however, needs careful 
monitoring The extent to which remaining regulations 
discriminate against small institutions should be closely 
scrutinized. 

In a deregulated environment, local community banks 
may have to offer interest rales comparable to the prevail- 
ing rates in order to retain deposits, Small businesses may 
no longer be able to borrow money from local communi- 
ty banks at rates below those charged by money center 
banks. Moreover, loanable funds arc less likely to remain 
within the local community Thcie is no present indica- 
tion, however, that money-center banks wilt capture lo- 
cal markets and shift signil leant amounts of deposit fundb 
from the community for investment elsewhere. 

Deregulation, as well as technological and financial 
innovations in the financial services industry, have fn- 
creased competition for both deposits and loans. Small 
business owners should benefit from expanding invest- 
ment and loan alternatives. 

Deregulation has enabled depository institutions to re- 
main competitive in the markets tor savings funds. The 
introduction of MMDAs and Supor-NOW accounts has 
allowed these institutions to regain deposit flows lost to 
other financial intermediaries befoie deregulation. 

Bank deposits have grown at a faster rate than total 
financial assets during the past three years. Because 
small businesses obtain most of theii external financing 
from depository institutions rather than from organized 
credit markets, increased availability of credit from these 
institutions should benefit small businesses, as well as 
other borrowers.*''’ 

While consumer knowledge of deposit alternatives is 
growing rapidly, borroweis are also expanding their ho- 
rizons in seeking financing sources. A recent study 


*' 'for example, ihe use of a uniform flaPrnIe piernium for cleposil insur- 
ance, ihe capital requirement ratio, policy regarding the merger of n 
problem institution with an existing institution, and the requirement 
related to electronic funds transfer (Regulation t) might a I feet small 
institutions differently than larger institutions 
*^^Conipetilion for the upscale small business market (r e , for small 
businesses with assets or sales of $ I million and over) has intensifted 
during recent years See David N Low, |i , ''Coming Trend Going 
Where Competition Isn't," American Banker, December 3, 
and "It Is a l-leated Battle for the Middle Market," American Banker, 
August 23, 1984 

''^Peter Merrill Associates, "Slriitcgic Implication of Consumer De- 
mand, " American Banker, December, 1982, p 6 


>28 



Conclusion 


finds that small businossos are turning more to oul-ot- 
slate credit sources for alternative linancing 

To the extent that a local community bank has histori- 
cally collected local deposits at "regulated" rates lor 
lending to local businesses at bclow-money-center rales, 
deregulation will result in increased borrowing costs tor 
some small firms. In any case, these low-cost deposits are 
becoming less available as depositor sophistication in- 
creases. Further, the average cost of funds for banks and 
thrifts has increased substantially. However, marginal 
costs of funds — the costs of obtaining additional funds for 
lending — will not necessarily be higher after deregula- 
tion. 

During the rapid recovery of 1983-1984, financing was 
amply available to most small businesses. Borrowing 
grew slowly during the first three quarters of 1 983 when 
profit increases covered much of the demand for addi- 
tional cash. As the recovery accelerated, small business 
borrowing increased significantly, accompanied by in- 
creased borrowing by large businesses. 

Equity financing for young and fast-growth tirms has 
experienced diamalic increases during the past several 
ycais, stimulated by Interest in equity investment by the 
American public. Favorable tax laws further fueled the 
expanding equity market. The growth, however, has 
slowed slightly. As new firms continue to enter new in- 
dustries, such as electronic, biomedical, and information 
and service industries, equity financing for small firms is 
likely to gain in importance. 

Financial deregulation will undoubtedly affect small 
institutions; however, well-managed, small financing in- 
stitutions should remain competitive in a deregulated 
environment. Most small businesses will benefit from the 
increased competition as more financial institutions offer 
more pioducls and services. 


‘’^Larry friGclor, "The Soulhern Tinantial Markelplace The Florida In- 
tersliile Banking Study,'' Paper presented at Conference on Bank 
Structure and Competition, Federal Reserve Bank of Chicago, Chica- 
go, Illinois, April 24, 1984. 
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Table A4.fi Net fnaease in Credit Market Debt by Nond inane lal Ru'^mess m 
U 5., 1979-1984^ (Bifitonb of Doffarb) 



Total 

Bonds 

Mortgages 

Bank Loans 
n 0 c * 

Otlu'r 

Idl.il 

1 nans 

f.C? 

1979 

152 

27 

41 

49 

14 

1^ 

198U 

126 

38 

35 


21 

1 

19BT 

160 

35 

34 

50 

40 

y 

1982 

117 

34 

32 

52 

r 


1983 

128 

25 

62 

21 

18 

11 

1983 III 

130 

17 

70 

16 

27 

14 

1983 IV 

200 

16 

75 

04 

45 

2U 

1984 1 

222 

37 

56 

91 

17 


1984 II 

241 

28 

80 

75 

59 

12 


^Quarterly fjgures are annualized. Detail may not add (o total hecairsc* of oiuoding 
^ Loans from finance companies lo non-financtal corporate l)usrrjes<;. 

^n.e.c = not elsewhere classified. 


Source Board of Governors of the federal Reserve System, f fow of funds Ai counts. Svami 
Quarter 1984, Annual Revisions t Washington, D.C. Board of Ckwornojs of (ho fedwal 
Reserve System, September 1 9fi4), p 9. 
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Table A.4.9 Short-Term Bank Loans by Loan Sfze, August 7979-May 1984 {MfiJjons of Dollars) 

Smail Loans Large Loans 
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Table A4. 12 Intcir^t lor Lon}^ ioim ( onmio/tiiil diul Indu^tHi}! lo.in^ by 

Ufgi^ Olhd btink^ rchnhuv l^)lU~M,}y b)&f 

Si/<‘ o1 toan (lliDUsamK dI Dtjlfars) 



All 

Si/es 

1 -99 

100 199 

900 -99<) 

1,000 and 

< )V(*I 

40 Large Hanks 

1901 -lebruary 

19 4 

20 7 

20.4 

20 » 

19 1 

-May 

19 2 

19 9 

19 9 

19 3 

19 2 

^August 
- *Novenilj('r 

17 7 

19 4 

10,7 

10 4 

17 3 

1902 — rebruaiy 

1b 1 

lO.i 

17 2 

17 0 

16 0 

— May 

lb. 7 

la 6 

17 6 

17 1 

1(> 6 

--August 

14 2 

IH 1 

16.0 

16 0 

1 3 9 

-~-Novenil)er 

1 1 7 

14 2 

1 3 f) 

12 9 

1 L5 

190^-“lebruaiy 

10 9 

1 3.5 

12.5 

12 0 

10 7 

--May 

10.4 

1 3 2 

12 0 

12 1 

10.2 

— August 

11.4 

1 3 1 

12.0 

11 6 

II 4 

— Novt'fohej 

II 6 

12 9 

12 4 

12.2 

11 3 

1904— febru.Ky 

1 Lb 

1 3.3 

12 3 

11 9 

11 5 

— May 

12,6 

14.3 

n 7 

1 3 5 

12 4 

Other Hanks 

1901— rel)i liar y 

19 1 

IH 0 

10 7 

20.0 

19.2 

— May 

19 S 

19.1 

19 3 

19 7 

19 7 

— August 

20 2 

19 b 

20.3 

21.3 

20 2 

— N(jv(‘ftil)ei 

20 2 

19 7 

21 7 

10.6 

10.0 

1902— I'ebruary 

17 6 

19.2 

17 0 

16.9 

16 0 

—May 

17 b 

10 0 

17.0 

17,5 

17.0 

—August 

17.4 

19 0 

16,7 

16 5 

17 2 

— N()V('iTil)(*r 

1 i.4 

15 4 

14 1 

1 3 2 

11.2 

19Hl-fel)ruary 

1 1 (> 

14.7 

14 3 

13 0 

11 9 

-- May 

1 \ 1 

14.6 

1 3 2 

11.7 

10 9 

— August 

12 7 

14 7 

12 f 

1 1 7 

11.4 

-"Novembei 

N/A* 

14 4 

N/A' 

ILO 

12,2 

1904— foltruaiy 

12. ^5 

14.3 

12.0 

12 4 

11 4 

—May 

14 0 

15.0 

14 0 

1 3 6 

1 3.0 


' rlie W(M|’hl('(l av<‘fa^»(‘ ral(» of si/e j^roupi. 100-499 was roporlod ns 20.5, wbii li is not used 
because' it is (‘xlreniely hii»h relative to rates for olhei si/e groups 

SoLirte: Hoard of Cjovr'roois of tlie Pederal Reserve System, "Survey of Terms of liank Lt'nilnijT' 
(Stfitiblital f^elcMse E 1, various issues) 
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Table* A4.14 Business Receivables Outstanding lot Finance Companies in tin • t ^ 
A t .7 V / 9 / 964 (Billions of Dollars) 


'\t iht 

End ()l 

Total 

Receival)(es 

Outsiandinj^ 

Roc.oivaf)los 111 Rt'ttiil 
PapGi in (UiMiioss, 
Jndustftal, and liUiii 
l<|cripiiicMil 

Amount 

Percent 

Growth 

Amount 

f\*U iMlt 
C jio^\ lb 

I ‘j'ru 

70 3 


18. y 


fnfju 

72 3 

2 8 

2). 5 

24 3 

1981 

81 0 

12 0 

28.0 

J9 1 

HI 82 

81 0 

0 

28.2 

0 / 

198i 

95 2 

17.5 

2t3.8 

2 1 

H»81 Mav’ 

102 9 

194 

29 4 

5 0 


'^^7ctnt al annual rate 


V B(»jr{J of Governors of the Federal Reserve System, F ederaf Reserve BulfetfOr v.irn Hts 

I S 


Table A4,15 Total Financial Assets^ Corporate Lqufly, amt 
Equity in Noncorporate Business Held by Housohnids fn the 
U S , 1 965- 1 983 (Billions ot Dollars) 


Frnancial 

Assets 


19fj5 

1%b 

1967 

l%8 

1%9 

1970 

1971 

1972 

1973 

1974 

1975 

1976 

1977 

1978 

1979 

1980 

1981 

1902 

1903 


Corporate 

Equity 


/Nunc orpur. 
Ikjsnu*ss 




1,925 

1,941 

2J82 

2,433 

2,406 

2,490 

2,742 

3,033 

3,062 

3,058 

3,500 

3,954 

4,274 

4,816 

5,541 

6,457 

6,925 

7,529 

8,277 


636 

576 

720 

858 

746 

729 

833 

913 

713 

506 

660 

772 

733 

750 

915 

1,222 

1,163 

1,322 

1,520 


459 
481 
497 
522 
546 
564 
590 
644 
760 
852 
9J6 
f,048 
1 , 1 9 i 
1,441 
1,680 
1,916 
2,086 
2J45 
2,2J4 


'■ 

Governors of (he Federal Res <: W^isbrngton, D C. Ooarcl of 

me hederal Reserve System, April 1984). 
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Table A4J 8 Number of Finnncmg^ tincl Amount ot ihshinsemonh (u bn hill Bush 
ne^s by Small Business Investment Companies, iMilbofh at DoBais} 



SBICs 

JOHtI)' 


lotal 


Number 

Amount 

Number 

Amount 

Numhei 

Amount 

197J 

),ai5 

185 9 

286 

7 4 

2J0I 

19 j 1 

1974 

1,541 

1 26 8 

567 

12 4 

1/J(J8 

139,2 

1975 

1,655 

122 7 

323 

13 0 

1.978 

135 7 

1976 

1,720 

129 4 

544 

1 5 6 

2,064 

143 0 

1977 

2,071 

206 3 

439 

22 0 

2,510 

228 9 

1978 

2,087 

2U 6 

46 5 

32.0 

2,550 

264 6 

1 979 

2,257 

280 1 

441 

35 1 

2,698 

315 2 

1980 

2,090 

295 2 

547 

42 2 

2,6 57 

.3 57 4 

1981 

2,434 

332 7 

742 

54 4 

3,176 

387 1 

1982 

2,177 

322 y 

764 

47,0 

2,941 

369 9 

1983 

2,464 

412 y 

783 

55 9 

3,247 

468.8 

January-june 

198i 

1,294 

211.4 

408 

27,2 

1,702 

2 58 6 

1 984 

1,318 

203.4 

565 

40.5 

l,B«3 

243 9 


^^01 (cl) (ompank^s are ininonty or economically dhadvantagecJ SBICs. 


SoLMce* U S Small Business Admin istrahon, Investment Division 


Table A4,19 Industrial Support Credit Programs for 1984 (Billions of Dollats) 


Program 

Direct 

Loan 

Obligations 

Primary Loan 
Guarantee 
Commitments 

Net 

Program 

Outlays 

Total 

Rural Llectrifiralion 

20.9 

17.7 

8,8 

Admrni strati on 

Commodity Credit 

4.5 

0 0 

4 0 

Corporation 

Agricultural Credit 

7,4 

3 0 

2.1 

Insurance Puncl 

4.6 

1 J 

0 8 

Ex port- Import Bank 

Small Business 

Administration 

Business Loan and 

2.5 

90 

0,9 

Insuiance Fund 

K5 

2 9 

0 6 

Other 

0.4 

1 5 

0 4 


Source: Congress of ibe United Slates, Congressional Budget Office, Federal Support of U S 
Ihismess (Washington, D C. Government Printing Office, January 1984), p 30. 
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Table A4.20 Number and Amount of Businehs Loans Apptoved by (ho U, 5. Small 
Business AdmmfStration, FY 1977-fY 1984 (Millions ot DolfcUs) 




Total Loans 


Number 

Gross 

Amount 

SBA 

Amount 

t9S4 

21,272 

5,417,5 

2,99H 2 

1983 

19,240 

2,B55 5 

2,561.2 

19G2 

15,449 

2,0JS 2 

1,779.0 

1981 

28,609 

3,651.6 

1,192 6 

1980 

31,595 

3,034 5 

3, 395 7 

1979 

30,193 

3,401.3 

3,004 7 

1978 

31,720 

3,314.3 

2,91 1.6 

1977 

31,751 

3,043 T 

2,671.9 

Source. U S 

Small Business Administration, Office of Computer Sciences. 


Table A4.21 Direct Business Assistance and Promotion by State <wd Fedoial Gov- 
ernments; FY 1983 (Millions of Dollars) 


FecfemI Programs 


Type’ 

State 

Programs 

Federally 

Administered 

Stale 

Adnunistered 

Direct Expenditures 

280 0 

10,260.2 

8,604 0 

Major Expenditure Functions 

Small Business Assistance 

5 4^ 

1,152.0 

61,0 

Training, Employment, and Other 

Labor Services 

121.4 

1,892.0 

4,002.0 

Research and Development^ 

67 4 

13,936 0 

18.0 

Intemaltonal Trade Promotion 

36,0 

608.0 

0.0 

Direct Loans 

114.8 

2,872.6 

0.0 

Loan Guarantees 

23,2 

12,095 9 

{) 0 

Venture Capital Corporations 

9.7 




Industrial Revenue Bonds 

22,800.0'' 

— 

{4,025.0)'^ 


i-^v.uuinB HfUJiiununs Tor agriculture and energy. 

Includes only grants and not slate technical assistance to small businesses. 

Liviljan research and developruent, 

issues, only a portion of which subsidize business thiough lovvoi inlciesl rates, 
era revenue loss associated with the cumulative stock of stale and local IF^B issues 

^ Congressional Budget Office, Federal Role in State industrial Dcvnfop- 

o^rams IWashingion, D,C * Government Printing Office, July 1964), p 4. 
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A 



Chapter 


Synopsis 


Changing Patterns in 
Employee Benefits 


Small businesses have set an impressive record in creating jabs — a 
record that has remained strong and consistent during recessions and 
expansions. Pension and health benefits are critical to small firms 
interested in attracting and maintaining productive workers and com- 
peting with large firms In the marketpiacc. 

The United States has a voluntary employee benefit system In whi ch 
businesses decide the extent and type of benefits they will offer their 
workers. Firms can purchase pension and health Insurance plans in the 
marketplace from private providers and insurers, or they can self- 
insure and provide their own packages, This voluntary system Mso 
gives employees and the self-employed the opportunity to provide 
retirement, health, and other benefits for themselves through such 
options as Individual Retirement Accounts (IRAs). 

Even though small businesses arc providing jobs for growing seg- 
ments of (he labor force, most small businesses arc likely to offer 
fewer and less comprehensive fringe benefits than larger businesses. 
The gap between small and large firm coverage has not narrowed and 
many small businesses arc finding it harder to attract and retain a 
quality work force. 

Multicmployer pension plan coverage has declined in firms of all 
sizes, but even more in small firms. Retirement mechanisms such as 
IRAs and salary reduction plans — Intended^ to increase coverage and 
assist highly mobile workers — have been adopted more frequently in 
large than in small firms. 

The principal factor that determines whether a small employer 
offers pension or health benefits is profitability. Because of their lower 
profit margin, small businesses are less able than large businesses to 
afford the costly premiums necessary to maintain benefits. If a busi- 
ness is profitable, the costs and paperwork necessary to establish 
health or pension benefits may prove prohibitive. Administrative costs 
are relatively fixed, requiring about the same time and expense to 
establish a plan for 5 as for 50 employees. 

Small businesses face a difficult challenge when they try to match 
large business benefits. However, their greater flexibility and innova- 
tiveness allows small businesses to expand the range of benefit options 
and experiment with new approaches to benefit delivery. Because the 
small business market is so large, it represents a potentially profitable 
growth area for private insurers. 
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Introcluctfon 


Small businesses aie the principal job creating sector ol 
the economy during recessions and expansions. Fringe 
benefits available in small firms aie vital to hiring and 
retaining productive workers and competing with large 
firms. This is particularly true foi businesses in ''high- 
tech'' industries, which require highly trained or spec lal- 
ized personnel who are eagerly reciuited by both snia/l 
and large firms In these industries, key employees may 
be more concerned with fringe benefits, such as stock 
option packages, than basic compensation 
For the past several decades, national policy has oii- 
couraged employers to provide fringe benefits for Ihi'ir 
employees These benefits typically have included ptMv 
sion or profit-sharing plans and health, grouf) life, and 
disability insurance. Congress has authorized a steadily 
widening series of tax-favored expenditures by cnij^loy- 
ees for traditional as well as other benefits, including 
group legal insurance and employer-supported educa- 
tional benefits ' At the same time, Congiess has lnk(?n 
steps to ensure that the benefits offeied aie accurately 
disclosed and are administered honestly and faiily. Em- 
ployers do not have to offer fringe benefits to their em- 
ployees; but if they are offered, federal regulations 
strongly influence their form and cost 
What effect have these trends had on small firm own- 
ers? Government policy in the pension area has probably 
had less effect on small businesses than is generally 
thought. The principal determinant of whether a small 
employer provides pension or health benefits is the prof- 
itability of a business.*^ Neither the owner nor the em- 
ployees of a business will be motivated to set aside 
money for a benefit plan or an Individual Reliremonl 
Account (IRA) if the business is unprofitable. The avail- 


Congress has also expanded incentives for individual retirement sav- 
ings With the IRA plan. For summary of the expansion of statutory 
employee benefits, see Alicia H, Miinnell, "Cmployeo RenefHs anrl 
the Tax Base/' New England Economic Review (january/Ft'fiKiafy 
^1984), p 49; hereafter, "Employee Benefits and (he Tax Base " 

The State of Small Business, Report of the President (Waslnr^gton, 
D.C U S Government Printing Office, March 1984), p, 2S; licroaf- 
ip' Business, 1984. james Boll and Associ’citos, 

Coverage, Characteristics, Administration, and Costs of Pension ami 
Health Care Benefits rn Small Businesses" (Washington, D C. Offu e 
o A vocacy, U.S, Small Business Administration, report proparod 
under award no SBA-6059-OA^82, March 1984); hereafter, "Pen- 
Sion and Health Care Benefits." 
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Employee 
Benefits; A 
Voluntary System 


ability of a tax deduction is no incentive it a busini*ss has 
little cash flow and no taxable profits, as is the c iis(» with 
many small or slarl-up businesses. On the other hand, i(a 
business with a healthy cash flow is consideiin^ (a\ 
deductible contiibutions to health or pension plans, iIh* 
costs and paperwork resulting trom federal regulations 
may prove prohibitive The administrative costs ol 
tit plans are relatively tixed, requirtng alx)ul th(' sainr 
time and expense to establish a plan for 5 as toj SI) 
employees. One study shows that it costs a small linn 
about $1,080 per employees but a large lirm pays only 
$574 pei person to establish a pension plan ^ 

Most small businesses arc likely to olfer less conipn* 
hensive fringe benefits than large businesses Theie is no 
single, simple way to increase fringe benefit coveiagt* loi 
small firm employees. However, a growing economy 
and increased small business income are essential Alscj 
important is a consistent federal policy that allows ma\i 
mum financial incentives for fringe benefits while mini 
mizing regulatory burdens Finally, policymakers must 
recognize that there are many different and flexible Wtiys 
to provide employee benefits that will best soivt' snmil 
businesses and their employees. 


The United Stales has a voluntary employee benelit sys 
tern: businesses decide the extent and type of benelil'» 
they will offer then workers Firms can purchase pcmsion 
and health insuiance plans in the markelplace lioiii pii 
vato providers and insureis, or they can sedbinsuu* and 
provide their own benefit packages. 

This voluntaiy system also gives employees and Ihc 
self-employed the opportunity to provide letirement. 
health and other benefits foi themselves. The l(’d(*ial 
Government provides numerous lax incenifves to slimu 
laic employer- and employee-provided benefits, sm h as 
employee pension plans and IRAs The financ ial senvn I’s 
sccToi, including insurance companies, continues lo (*x 
pand the range of benclils available to Ixjlh liinis and 
individuals. The insurance sector, wiiile it acknowi(Ml|>(‘s 
the growing small firm maikel, has had difficulties (ailoi 
ing health plans to meet the diveise ncc'cls of small busi 
nesses and their employees. 

New typos of coverage have expanded the options 
available to both small and large businesses. Woikt'is 


^Bel [/Tension and I (oallh Care Benefits/'' p. 74 



with employer-provided pensions are now also eligible 
for IRAs, while self-employed workers arc now able to 
provide for their retirement through Keogh and IRA 
plans. But a key question remains: are these expanding 
retirement alternatives increasing pension pi otection and 
are small businesses narrowing the gap in coverage be- 
tween themselves and large businesses? 

Small businesses are providing jobs foi growing seg- 
ments of the labor force, yet they are less likely than large 
firms to offer worker benefits. The coverage gap in em- 
ployee benefits does not appear to be narrowing. As a 
result, small businesses find it harder to attract and retain 
productive and high-caliber employees. 

Despite the Federal Government's encouragernent of 
retirement savings, many small employers ate not pro- 
viding increased pension coverage for their em[)loyoes, 
and they still are not taking advantage of IRAs and other 
retirement programs. 

Small businesses face a difficult challenge when they 
try to match large business benefits. However, greater 
flexibility and innovativeness can allow small businesses 
to offer their employees a wider range of benefit options 
related to employee performance. Foi example, small 
businesses can design profit sharing and stock option 
plans that aid in recruiting, which in turn can generate a 
strong incentive for employees to perform well and be 
rewarded for their efforts. As a result, both the comparny 
and the employees profit. 

In the services sector, small businesses are experi- 
menting with the novel concept of "leasing employees. " 
Under this arrangement, leased employees receive at- 
pension plans, often for the first tiino. 
And, because leasing companies are larger, they can 
negotiate lower rates for benefits for the small businesses 
they serve.'* 


How Fringe 
Benefits 
Affect the 
Competitiveness 
of Firms 


ability to attract and maintain a quality 
work force is directly related to the benefits it offers. An 

SniT/ package includes wages and 

beSs disability 

benefits, and other fringe benefits. Tradeoffs between 

work ,n a f.r,;r;^ich pays a fee ,o a leasing 
which dLs Officially work for the leasing company, 

ee-reUed^DaneL^ It benefits and handles all omploy- 

Calches On " U S ‘‘‘-casing Employees; An Idea 

64 ' ■ ■ ^ Report (August 27, 19 a 4 J, pp. 63- 
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wages and non-cash benefits offered by a firm can have a 
significant impact on its attractiveness. Firms offering 
equal wages but greater benefits are better able to attract 
move productive workers and, as a consequence, in- 
crease their competitiveness tn the marketplace, 

New and small businesses are key contributors to an 
expanding economy because they ciealc the most job 
opportunities;^ small firms with fewer than 100 employ- 
ees provide two-thirds of all initial jobs. However, one 
out of six workers who starts out in a small firm moves to 
a large firm,^ This means that small businesses must bear 
heavy costs in hiring and training replacements for work- 
ers who have moved to other firms. 

In addition to higher pay, one reason workers leave 
small businesses for jobs in larger firms is that large busi- 
nesses usually offer better and more comprehensive em- 
ployee benefits. For example, in 1983, only 14 percent 
of wage-and-salary workers m firms with fewer than 25 
employees had pension coverage, as compared to over 
72 percent of workers in firms with more than 500 em- 
ployees. Similar but less striking differences are found in 
health insurance coverage,^ When small firms do offer 
benefits, they are usually more limited than those in large 
firms. For example, small business pension plans are less 
likely to provide disability coverage than large business 
plans, and small business health plans are less likely to 
offer dental and maternity benefits. 


Federal Incentives 
to Benefit 
Growth 

Growth of Tax- 
Free Fringe 
BenefUb 


Since World War 11, the major stimulus to the growth of 
the voluntary employee benefit system in the United 
States has been tax incentives.^ The trend has been to add 
new forms of employee benefits that receive preferential 
tax treatment. Over the last 10 years, more tax-favored 
compensation plans have emerged, which include em- 


^Tbe State of Small Business, 1 934, p 25. Small enterprises with fewer 
than 20 employees generated all of the net new jobs in the economy 
between 1 9 BO and 1982. 

^Bradley R Schiller, 'Human Capital Transfers from Small to Large 
Businesses" {Washington, D.C • Office of Advocacy, U S. Small 
Business Administration, prepared under award no. SB- 1 A-00067- 1 , 
1981) 

^ From tabulations of the May 1983 Curreni Population Survey of 
Pension Plan Coverage, prepared by Simon & Company, Inc., "Anal- 
ysis of the CPS Data on Sj/e of Enterprise and Self-Employment" 
(Washington, D.C, : Office of Advocacy, SBA, prepared under award 
no SBA-8559-0A-84), hereafter, " An Analysis of CPS Data." Pension 
availability and health insurance coverage for wage-and-salary work- 
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fxpansjon of 
£f)iployee 
Seneffts anc/ 
Po^eni^a/ for 
Small Busmens 


pioyee stock ownership plans and salary reduction or 
section 401 (k) plans. Section 401 (k) plans allow employ- 
ees to reduce their salary up to 1 5 peicent and invest that 
tax-free portion of their income In a special account 
Other incentives are provided for increased emj^loyer 
services to employees and for "cafeteria"' plans that a/low 
employees to select from a menu of benefits including 
health, vacation, insurance, and retirement/'' 

The lax advantages of these employee benefits are sub- 
stantial. For example, a tax-qualihed pension plan benC’ 
fits both employers and employees. Employers can claim 
an income tax deduction for their contributions (o the 
plan. Employees who paiticipate in the plan are not sub- 
ject to income tax on employer contributions and pen- 
sion plan investment earnings until benefits are received, 
which occurs when beneficiaries are probably fn a lower 
tax bracket White tax inducements have stimulated (he 
growth of employee pension benefits, this growt(i has 
occurred disproportionately in large firms, which have 
been sufficiently profitable to justify establishing benefit 
programs to avoid taxes on profits. Many small firms, 
hovvever, have not been profitable enough to justify the 
additional benefit expenses, and employees must pur- 
chase benefits with after-tax dollars. They may lack the 
necessary expertise and may be unable to afford outside 
plan administrators to handle the complex tax and legal 
issues involved in establishing and maintaining benefit 
plans competitive with those of large businesses. 

Over the last decade, while contributions to retirement 
and health plans have increased significantly, coverage 
has ceased to expand Coverage in large firms — the main 
providers of employee benefits — has become nearly uni- 
versal. in 1983, 72 percent of employees in these firms 
had retirement pensions and 85 percent had health insur- 
ance; 65 percent had both pension and health insurance 


ers in 1979 are reported in The State of Small Business, 1984, pp 
263 '2 70 Similar differences rn benefit coverage m small and large 
estabirsliments for 1977 are reported in Bell, ^'Pension and Health 
Care Benehts/' 

^Munnell, "Employee Benefits and the Tax Base/' p 46 
hid ,[i 48 Flexible compensation plans are also known as cafeteria, 
supermarket, and smorgasbord plans that permit employees to 
c oose benefits that are. (IJ currently taxable, (2) taxable at a future 
ate, or (3^ nonlaxable fundamentals of Employee Benehis Pro- 
tWashington, D C * Employee Benetit Research (nsiitute, 

If,. Fundamentals of Benetit Progfiims 

fundamentals of Benefit Programs, p 22. 
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Growing Cost of 
Benefits io the 
Tre(}suiy 


coverage Workeis m small tirms with (ewer than 500 
employees have much less coverage In 1983, 26 per^ 
cent had pension coverage and 54 percent had health 
insurance, and 23 percent had botli types o( coverage 
Small firms have been unable to increase significantly 
their coverage levels However, the wider range ol cur- 
rent benefit options and the private sector's growing 
awareness of the huge untapped small business benelils 
market, could perhaps solve some ot small business' 
problems in tailoring benefit packages to meet the needs 
of their diverse work force. 

The changing patterns of employee benelrts by lirrn 
size have significant implications for firm competitive- 
ness. Small businesses, with their adaptive size and 
greater flexibility, can potentially olfer their employees a 
wider range of benefit options directly linked to on-the- 
job performance. For example, prolit-shanng plans — a 
benefit plan which allows employees to share in their 
companies' prolils — are more likely to be offered in small 
than large firms. These plans may be mote effective in 
influencing job performance in small firms because each 
individual's performance is more closely associated with 
overall performance than would be the case in large 
firms If small businesses can narrow the employee bene- 
fit gap relative to large businesses, it is likely that small 
films will be better able to attract more qualified workeis 
and reduce cosily employee luinovor 

Employee benefits arc the largest single sou tee of deduc- 
tions for the fedeial personal income lax. In addition, 
employer contributions loi eligible l)encf(ts such as 
health insurance and pension plans arc also excluded by 
statute from the payioll lax base. Consequently, these 
benefits, which aie growing as a proportion of lolal com- 
pensation, have significantly affected both the income 
and payroll lax bases as well as the costs of the Social 
Security program. 


’^Simon & Company, Inc , "An Analysis of CPS Data " Ihcso results 
conform with the benefits survey by the Bureau of La hoi Statistics 
(BLS), U S, DepiVtmont of Lihof, Lmployco Brnolits m Medium ond 
fnim, (Washington, fXC US Cjovernment Printing 
Office, August hereafU'r, "Benefits in Medium and Laige 

I'lrms," 

^'^Munnell, "Lmployee I3enetils and the Tax Base," p4T See a/so 
Yung-I^ing Chen, "llie (Irowlli of Fringe Benefits. Iniplicalions for 
Social vSecurity/' Monthly Lobar Review (Noyemim 1981), pp 
10 
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Reasons for 
Benefit Coverage 
Differences 


Small Firm 
CharaciensUcs 
Leading to 
Reduced Benefn 
Coverage 


j 4 )/u oNNon in taxes it otherwise would 

have collected in )983 — nearly one-fourth of lost tax 
revenues because of tax credits and deductions In fiscal 
yeai 1985, it is estimated that the Federal Government 
will lose $86 billion for pension deductions, including 
IRAs and the exclusion of employer contributions for 
medical insurance.''^ 

The amount a company spends on tax-tree Irmge 
benefits for employees reduces its taxable income. And 
because these contributions are not counted as employ- 
ee income, there is also no increase in individual taxes. 
Tax-free fringe benefits have been growing at a much 
faster rate than taxable wages. Between 1980 and 1983, 
nonwage compensation increased almost 26 percent 
compared to an 18-percent inciease in wages and sala- 
ries.'** The loss of tax dollars because of deductions for 
benefits must be made up through other revenue sources. 
There is a concern that tax rates have increased because 
of the expansion of the fringe benefits excluded from 
federal income and Social Security tax bases. Proposals 
are being considered to eliminate some deductions en- 
tirely or to tax these benefits above a specified dollar 
amount as an incentive to control health care costs. 

The disparity in benefit coverage between small and 
large firms exists for numerous reasons, which include 
the characteristics of small firms themselves, as welt as 
forces beyond the control of firms. 

The profitability of a firm is the major determinant of 
whether it provides pension coverage for employees.*^ 
Because of their lower profitability margin, small busi- 
nesses are less able than large businesses to afford the 
costly premiums necessary to sustain pension and health 
benefits. Because they are unable to spread the risks 

Budget of the United States Government, FY 1985, Special Analysis 
G -Tax Expenditures, ( Washington, D C. U S Government Printing 
Office, February 9, 1984), pp G-46 and G-47, 

^‘^Munnell, ‘'Employee Benefits and the Tax Base/' p 40 
'Tension and Health Care Benefits/' p 35 
^^For a discussion of rate of return-on-equjty, see The State of Smalf 
Business 1984, pp 207-208 Recent research confirms that larger 
firms pay a smaller proportion of their compensation as wages, sup- 
porting the hypothesis that large firms are able to provide fringes at a 
lower cost than smaller firms Stephen A, Woodbury, "Substitution 
Between Wages and Non wage Benefits," American Economic /?e- 
wew (May 1983), p 174, 
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Decline in 
Unionization 


Table 5.1 Percent of Wage-and-Salary Workeis Covered by a 
Union Contract by Size of Fiim, 1 979 and 1931 


Covered by 

Union Contract 

All . 


Employmeni Size o) firm 

firms 

1~24 

25-99 

100-499 

500 1- 

1979 

22 8 

66 

17 1 

23 9 

35 8 

1981 

18 8 

4 7 

14 7 

19 4 

30 1 


Source: U S Department of Commerce, Bureau of the Census, Curreni 
Population Survey, May 1979 and May 19C3, unpublished data 


over many employees, small firms usually pay higher 
health insurance premiums than large firms Higher em- 
ployee turnovei may also be a contributing factor to 
small firms' higher premiums. 

Typically, insurers are less willing to underwrite a gen- 
erous benefit package foi a small plan than for a larger 
plan. Pension benefits also cost more per worker in small 
firms. Small firms are also less likely to provide pension 
and health protection because they lack the scale econo- 
mies in personnel and asset management^® 


Unionization is another factor contributing to lower em- 
ployee benefits in small firms. Union membership is 
more common in large firms and is associated with the 
probability that an employee will receive benefits. Less 
than 5 percent of workers in firms with fewer than 25 
workers are covered by a union contract, compared to 
more than 30 percent of workers in large firms with more 
than 500 workers (Table 5.1 and Chart 5,1). While union 
contract coverage fell between 1979 and 1 983, the de- 
cline was disproportionately greater in small firms. Small 
firms in the construction and mining sectors experienced 
the greatest declines during this period (Table A5.21). 


Employer-Provided Health Benefits. Coverage Provisions and Policy 
Issues (Washtnglon, D C Employee Benefit Research Institute, 
1984), p 36 Bell, "Pension and Health Care Benefits," p 74 As 
indicated earlier, administrative costs, on a per-worker basis, are 
highest for small firms and decrease as firm size Increases. 

‘®"New Survey findings on Pension and Benefit Entitlement," EBRf 
Issue Brief No. 3J (Washington, D,C.: Employee Benefit Research 
Institute, August 1984), p. 20. This study also compares the May 
1979 and May 1983 Current Population Surveys on Pension 
Coverage. 
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Chart 5.1 Percent of Wdge-ancPSjIciry Workeis Covered by a Unton Contracl by 
Employment Size ot Firm, 1970 and 1 933 
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Source U S Department of Commerce, Bureau of the Constis, Current Population Survey, 
May 1979 and May 1983, unpublished data 


Shifting Industry 
Employment and 
Benefits 


Pension and health coverage differ significantly by indus- 
try. Pension coverage is greatest in industries associated 
with full-time employment, such as the manufacturing, 
transportation, and finance sectors, and lowest in retail 
trade, construction, and services, Health coverage tends 
to be lower in rapidly growing sectors of the economy, 
such as in services, with its above-average concentration 
of younger and part-time workers who are less likely to 
receive coverage. In addition, the relative growth of dif- 
ferent industry sectors has significant implications for 
benefit growth and coverage. In the long run, as national 
employment shifts to more service-oriented industries — 
away from manufacturing — benefit coverage may de- 
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dine in s low-growth sectors and may increase in high- 
growth sectors (Tables A5 'll, AS 2^, and AS 2d) 


fotcc 

Chcimaonslu s 


Regulattons 
Produce Benoftt 
Coverage 
Differences 


Characteristics of the small business woik lorce and 
worker preferences also militate against highei levels ol 
employee benefits in sniall business Compared to 
large businesses, small businesses hue moie young 
workers, pay lower salaries to a largei piopoition of 
workers, hire more workeis on a part-time basis, and hire 
more "secondary workers," i e , second wage earners in 
a lamily with two or more woikers.-^” Young employees 
may prefer a highei salary to mote comj)iehenstve em- 
ployee benefits Because the Employee Retirement In- 
come Security Act (ERISA) does not requiie employers to 
provide pension plans to all then employees, not all 
workers in a lirm may be covered. Relatively new and 
part-time employees are (lequently excluded. 


Increasingly complex and constantly changing rules and 
regulations have incicased the costs of benelil programs. 
Many of these costs have been imposed dispropoilion- 
atelyon small business Passed in 1974, ERISA addi esses 
public concern over the security of employer-sponsored 
pensions and the trcquenl disparity IxMween benelils 
promised and actual benefits paid, 

ERISA has substantially increased the administi alive 
and benefit cost of pension coverage foi small l)usi- 
nesses These incieasecl administrative costs work 
against the establishment of defined benelit pension 
plans in small fiims. While ERISA may have impioved the 
security of large defined benefit plans, it apparently has 
dealt a serious blow to small plans. A 1977 nepailmenl 
of Labor report states that as a result of ERISA, sntall 
plans' (fewer than 100 participants) aveiage administia- 
live costs increased 72 percent. Plan terminations in 
1975 occLiired piimaiily in small liims. Also, new-plan 
creation declined after ERISA. Nearly M,0{)() detined 
benefit plans were newly qualified in I97J. This ligure 


The State of Small Busmess, J984, Chaplor A lor a more' di'liiik'd 
discussion of worker c Uarac ton stir s and si/o ol husinuss 

lysis indicnles that incro.isos in ost.iblishmonl si/c a\e maw inllu- 
ential than incicasos in wa|?o lov(‘( in doK'rmining ihu oxlunt ol pt'iv 
slon coverage In different industries Boll, "fVnston and I ksillh ( art' 
Renefils/' pp 21-24. 



Reduction in 
Benefit Costs 


dropped to fewer than 21,500 benefit plans during the 
throe-year period between 1976 and 1978. 

In addition, there is some evidence that the 1980 Miil- 
tiemployer Pension Plan Amendments Act (MPPAA) and 
its regulations governing multiemployer plans have un- 
dermined participation of new firms in these plans by 
burdening business owners with mcieased administra- 
tive costs and the possibility of heavy withdrawal liabili- 
ties. Small businesses are particularly vulnerable to 
withdrawal liability assessments because those a.sscss- 
ments sometimes exceed the capital assets of the busi- 
ness involved.^' 

Another important factor affecting the level of employee 
benefit coverage in small businesses is the high cost of 
providing certain benefits. For example, rising health 
care costs present a significant impediment to the expan- 
sion of health insurance benefits in small firms Since the 
late 1970s, annual increases of 20 percent or more In 
medical plan premiums have been commonplace. For 
the small employer, the trend has been even more se- 
vere, with annual premiums rising as much as 100 per- 
cent for firms with fewer than 200 employees. 

At the same time, both large and small businesses arc 
making ma|or efforts to control costs by developing inno- 
vative cost containment measures and adopting low-cosi 
health plan options. Other techniques for keeping costs 
down include self-insuring, increasing deductibles and 
employee co-payments, and requiring second opinions 
for certain kinds of surgery. However, small employers 
continue to face severe problems in their efforts to con- 
tain costs and increase coverage. 

Reasons for higher health costs in small businesses 
include less flexibility in selecting, managing, and de- 
signing health care plans with cost-containment features; 


^'A defined contribution pension plan prescribes specific em|)l()ycr 
and/ or employee contribulions which accumulate m an iiKhvidti.j( 
worker's account, while a defined benefit plan defines the amount ot 
retirement benefits through a formula covering salary, services, anti 
other variables. A summary of the report is included in Retirement 
Income Opporlunilies in ai? Aging Ameiicn Coverage and nenotit 
Entitlement fWashmgton, D C Employee Benefit Research Institute, 
J98t), p. 67 

^^Hearings before the U.S Senate Committee on Labor and I lumaii 
Resources, Washington, D.C , May 1 7, 1 984 
^^Bureau of National Affairs, BNA Pension /?epor(er (December 12, 
T983), p 1844 
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The Conlinuing 
Gap in Pension 
and Health Care 
Coverage in Small 
Versus Large 
Firms 
Long-Term 
Change in Benefit 
Coverage 


Changing Benefit 
Coverage’ 1979- 
1983 


fewer resources to develop cost containment programs, 
inability to take advantage ol group insurance alterna- 
tives, and the disproportionate number ol elderly work- 
ers who face higher health costs 

During the last decade, there was a sizable increase in 
types of benefits and in contributions to retirement and 
health plans, yet the extent of coverage has not expand- 
ed This IS mostly because of the near univeisal benefit 
coverage in medium-sized and largo firms and because 
small firms have been unable to significantly increase 
coverage levels However, broader benefit options and 
the growing awareness among private carriers of the 
large potential small business market might solve some of 
small business' problems. Once these barriers have been 
eliminated, finance and insurance companies should bo 
able to tailoi benefit packages to meet the needs of the 
small business work force. 

Data from a nationwide benefits survey of the Current 
Population Survey (CPS) conducted by the Bureau of the 
Census provides an opportunity to analyze changes in 
pension plan and health insurance coverage over a-four- 
year period between 1979 and 1983.^“’ 

These data permit an analysis of how employee bene- 
fits are affected by business cycle conditions. The May 
1 979 CPS Survey was conducted during a period of rela- 
tive prosperity and growth, when an economic expan- 
sion was in full swing. By contrast, four years later m May 
1983, the economy had )ust passed the November 1 982 
cyclical trough, marking the most severe recession since 
World War II. 

Between 1979 and 1983, employment increased sub- 
stantially: the number of non-agricultural wage-and-sal- 
ary workers rose by 3 million. In addition, small 
businesses generated most of the not new jobs during this 
period. Wage-and-salary employment in firms with few- 
er than 500 employees increased more than 1 0 percent, 
while wage-and-salary jobs in firms with 500 or more 
employees increased only 6.3 percent (Table 5.2). Dur- 
ing this period there were major differences m employ- 
ment changes between small and large firms within 
industries (Table A5. 22). Except in retail trade, finance, 
and services, small firm employment increased at a 
greater rale than large firm employment. The changes in 


the apponclix of this chJpler for a detailed description of the CPS 
Surveys and the data available. 


257 



Table 5.2 Disiahufion of Waf^o-dnchSc^/on' hv 

ployment Size of Fitm, /079 c wd JWM 


tmpl()ynn'p>l n( fp/ni 
All — 



Tifins 



100 499 

SOU i 

1979 

Thousands 

Percent 

5.1,55 1 ' 
100 0 

l(*,224 
2<l » 

83191 

14 a 

(y,77\ 

tZ 4 

2 C48I 
410 

mi 

1 bousancis 
Percent 

S9,205' 

TOUT) 

I7,9JJ 

30 3 

8,309 

M C) 

83M() 

1 1 fi 

.>4,941 
47 1 

Percent Chan 5 ?e 
1979-1983 

rt 5 

10 5 

2 7 

IH h 

fi 3 


'This does not include *ibou( 14 porconi (if pMV*i*<* wni^o-aiiil-sal.iiy 
workers m the CPS Pension Survey who dirf not answer t\i did nal 
know the answer to the CPS questions dbotil firm st/o. 

Source U S Departinenl ofComnierco, Buieau of lh<‘ Census, ( tfr/t^iU 
PopiflfiUon Survey, May 1979 and M*^y 1903, unjHiblisfH'cJ rliilii 


industry emptoyment during this foLu-yodr puriocl tinut I- 
ly affect levels of of benefit coverage. 


The Continumfi Employer or union pension coverage incrcasi^s stcMdily 
(uip i<rfi~j933 with firm size. In 1983, pension coverage ranged fiorn 
about 14 percent of workers in the sninlfesl firms witfi 
fewer than 25 employees to ovet 72 per cent of vv<igi‘- 
and-salary workers in large firms with more than 5(M) 
employees (Table 5.3) Overall, there was a 2.7-percent 
reduction in pension plan coverage of wagoand-sakiry 
workers between 1979 and 1983. Coverage cl(xdine<l 
from 48.3 to 45.6 percent during this period. Wink* ihis 
reduction occurred among firms of alt sizes, coverage- in 
smalt firms with fewer than 500 ernployocs ciedinc'd 
more than tn large firms. 

Coverage declined most in the consltuciron rndustiy, 
primarily because ot the recession's effect on heavy and 
commercial construction and the failure of iho industry 
to fully recover from previous recessions. The majoi c ov- 
erage decline in mining may, in part be because of de- 
clines in unionization (Table A5. 21) fn tfic seivice, li- 
nance, and transportation industries, the propr)rl(on of 
offering pensions increased slightly fiom 
9 9 to 1983 (Tabic A5.23). The decline in pensfor> 
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Table S3 Clhingc in i^ension AvdiLibifitv, Eligibility, cind Ccnouige ol Wcigc-and- 
Sciliin Workci^ In Empinvmcnt Sue ol Firm /979 cind l9Hi irercent) 



All 


Eniployment Si/e* of 1 irm 



1 inns 

1-34 

35-99 

100-499 

500 1 

Employer or Union has Pension Plan 
1979 

60 0 

30 3 

46 3 

70 0 

88 6 

1983 

S(> 4 

18 7 

40 7 

hi 6 

86 3 

Eligible for Pension Coverage^ 

1979 

81 1 

7S 3 

75 5 

77 ( 

81 9 

1 98 1 

81 4 

78 0 

76 i 

76 9 

8J 8 

Covered by Employer or Union Pension 






Plan 






1979 

48 1 

14 9 

34 5 

5 J 6 

74 1 

1983 

4S 6 

14 4 

30 8 

48 6 

73 1 


'l( an employer ur unfun has a pensjon plan 

Source U S Deparlmcnt of Commerce, Bureau rjf the Censub, Current FopultUion Suivoy, 
May 1979 and May 198 b unpuhlisherl data 


coverage is consistenl with the results of the Bureau of 
Labor Statistics (BLS) 1983 benefits survey, which found 
that 82 percent of workcis in mecliunvsized and large 
firms were covered by retirement pension plans, down 
slightly from 84 percent in 1982 

Even if an employer or union offers and contributes to 
a pension plan, not all employees may be eligible to 
participate. While 56 percent of workers were employed 
in lirms offeiing a pension plan in 1983, only about 46 
percent in these firms actually had pension coverage 
(Table 5.3 and Chart 5.2). In 1983, more than 60 percent 
of all workers in fii ms with employer or union-sponsored 
pension plans were ineligible to participate because they 
wore either part-time or they weie new employees (Table 
5 4) Workois in small firms are more likely than those in 
large firms to be ineligible because of their part-time 
status, while workers in large firms are moie likely to be 
ineligible because they aie new employees 
A small firm is moie likely than a large firm to make the 
entire pension plan contribution, without any payment 
Irom the worker. This is because defined conlribulion 
plans goneially do not either require or allow employee 


'^'’BLS, Ihncfit^ in Medium <ind inrge Firnib, p. b 



chart 5,2 Percent of Wage-and-Safary Workofs in Firms Offering Pensujn 
Coverage by Employment Size of Firm, 1979 and 1983 
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Source' U.S Deparlment of Commerce, Bureau of the Census, Current PopuLition Sumy, 
May 1979 and May 1983, unpubttshed data 


coniributions, and large firms are more likely lo have 
supplementary defined contribution plans, in which an 
employer's contribution is contingent on employee con- 
tributions.^* Between 1979 and 1983, the proportion of 
workers in small firms with fewer than 100 employeei 
making payments to their pension plan actually de- 
creased from about 33 to 29 percent. No change oc- 
curred during this period in the proportion of workers in 
firms with 1 00 or more employees who made payments 
to their plan (Table 5.5). 

Many pension plans pay out benefits other than for 
norma! retirement, such as disability benefits. Small 


"Pension and Health Care Benefits," pp 47-48. 





Table 5.4 Reti<ions for Inelif’ibilily of Wagc-iin(l-S<iloiy Woikert> for Emijloyer or 
Union Rtmion Phw by Employment Size ol Firm, 1 983 (Percent) 


Reasons (or InGlij^ibelity 

All 

Firms 

Lmployment Si/o (4 F irm 

1-24 25-99 100-499 500 + 

Job Not Covered 

10 5 

16 5 

10 2 

( 1 2 

9 1 

Part-T imo 

22 1 

26 3 

18 6 

20 7 

22 4 

Too Few Months, New employee 

39 6 

28 6 

J9 7 

44 0 

40.4 

Too Young 

62 

3 6 

7 1 

5 7 

6 8 

Too Old 

1 4 

1 7 

2 9 

1 5 

0 9 

Other 

20 2 

23 3 

21 5 

16 9 

20 4 

Total 

100.0 

100.0 

100.0 

100.0 

100.0 


Source U S Department ol Commerce, Bureau of the Census, Current Population Survey, 
May 1983, unpublished data 


firms, however, are less likely than large firms to include 
long-term disability benefits. Almost 82 percent of largo 
firm participants are covered by long-term disability 
benefits, compared to about 70 percent of small firm 
participants (Table 5.6) However, firms of all sizes are 
cutting back on this non-mandatory feature. Between 
1 979 and 1 983, disability coverage fell from about 82 to 
78 percent for all wage-and-salary workers covered by 
pension plans; this decline occurred about equally 
across all firm sizes. 

Decline in A multiemployer benefit or pension plan covers Ihe 

Multiemployei workers of two or more unrelated firms usually engaged 

Pension Plans m the same type of employment.'*’' These plans are often 
negotiated by unions and are prevalent m small busi- 
nesses that employ union workers and are too small to 
justify individual plans. Multiemployer plans are fre- 
quently found in industiies that hire seasonal or highly 
mobile workeis, such as the construction industry, 
which accounts for about half of these plans. 

Benefit coverage under multiemployer plans has been 
declining in firms of all sizes, but small firm coverage has 
declined the most duiing the last four years. The propor- 
tion of workeis covered by these plans fell about 5 per- 
cent between 1979 and 1983 (Table 5.7 and Chart 5.3). 
However, the proportion of workers covered in small 
firms with fewer than 500 employees fell from 30 percent 
in 1979 to about 22 percent in 1903. Multiemployer plan 
coverage of workers in large firms fell from 21 to 18 


^^Fundamentals of Employee Benefit Programs, p 3 1 
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Table 5,5 Percent of VVcif^e-tincl-S^lary Workeis Who Atokv 
Payments to Pension Plan bv employment Size of fnni 
and 1983 


Worker Payments 
to F^ension Plans 

All 

tmployment Si/e <jt f iriii 


I'frms 

\^24 25-99 

1 00-199 

500 i 

1979 

M 1 

JO 9 3S 8 

32 0 

IS 1 

1983 

31 9 

28 3 JO 8 

32,2 

IS 5 


Source U S Depaament of Commerce, Bureau of the Ceosu^, ( urrtmt 
Population Sunev, May 1^)79 and May 19fJ3, unpublrsliecl data 


Tabic 5.6 Percent of Wcige-cind-Scilary Workers with Panstm 
Plans H<iving Long-Jet m Disability Beneiits by Employmetu 
Size of Firm, 1979 and 1983 


Pension Plan PI as 

Long-Term 

Disability 

All 

Employment Si.^e of Firni 

Firms 

1-24 25-99 

100-499 

500 + 

1979 

81 9 

71 4 72 3 

76 0 

85.7 

1983 

78 3 

68 0 69 6 

73 3 

8] 8 


Source U S Depart men 1 of Commerce, Bureau of the Census, Curreri 
Population Survey, May 1 979 and May 1 9« unpublished data 


Table 5.7 Percent ofWage-and-Salary Workers with MitlUem- 
ployer Pension Plan Covet age by Employment Size of f tmi 
1979 and 1983 


Mulliemployer 

Pension 

All 

Employment Si/e of Finn 

Plan Coverage 

Firms 

1-24 25-99 

100-499 soot 

1979 

24 1 

31.7 32,0 

27,1 21 1 

1983 

19 2 

22 9 23 1 

19 6 Ifl.O 


Source U.5. Department of Commerce, Bureau of the Census, Curren 
Population Sutvev, May 1979 and May 19B3, unpublished data 


percent over this four-year period. Within the conslruc- 
tion Industry multiemployei plan coverage declined sirb- 
stantially in small firms but rose in large firms (Table 
A5.24). 

Several possible explanations may account for this diT 
ferential decline Pension-related legislation enacted in 
the 1970s and 1980s has increased pension benefits to 
employees, but also dollar costs to employers. These cost 
increases have been disproportionately greater for small 
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Changes in 
Vestfng 


businesses. Some evulenif mfitcaft-- th.i* ih" 
inhibits new firm participalion in tiic-v*' pl.tii-. Ii. ail'ti 

tion, increased adInlr^l'>(ratl^ Cl I I't- (tuliKMi. v. nntraA 

al penalties have increased plan icrtninatio.i^ ta sm.ill 
businesses that can lea^t 4iiinril thc'c o.*ts hn ili. (■'i ■ 
construction industry’s failure to rcmvii tnlU Td n pre 
vious recessions and the dei line m iH-' p-rn|s*n''fiM'r fii-' 
work force that is uniomml are <Mhcr tati.a- (( pint';!' 
mg to reduced multiemplo>er t>lan pait'i ipat'’iti 
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ployee is owed some fX-nMuri U-ncnis up-m n..ur 
retirement age, even if the emp!ovi'<> (eaM-. trre ,imu 






Tables. a Percent of Wage-and-Saiary Workers Vested m Pension Plans by 
menf Sue oi Firm, 1979 and 1983 



All 


Employment Sue ot Firm 


Vested 

Firms 

i~2a 

25^99 

100-199 

5(JI) 1- 

1979 

59 5 

65 6 

54 9 


DO 5 

1983 

60 9 

64 2 

56.2 


(*1 -1 


Source U S Department of Commerce, Bureau of the Census, Current Popi/Kitton < 
May 1979 and May 1983, unpublished data. 


Table 5.9 Number of Years of Coverage of Wage-and-Salaty Workers in Pcn’rion 
Plans by Employment Size of Firnh 1979 and 1983 (Percent) 


Number of Years of 

Pension Plan Coverage 

All 

Firms 

1-24 

Employment Si^ie o) F rrm 

25-99 100-499 500 1- 

1979 

Less Than 5 Years 

41 0 

51 2 

49 1 

40 8 

Ut 8 

5 Years but Less Than 1 0 

23,0 

25 4 

22,2 

23 1 

22,8 

10 Years or More 

36 0 

23 4 

28.7 

28 1 

40 4 

Total 

100.0 

100.0 

100.0 

100.0 

100.0 

1983 

Less Than 5 Years 

33 7 

43.5 

42 8 

38 4 

30, 1 

5 Yei^rs but Less Than 10 

26.4 

28 3 

28 6 

28.1 

25 5 

10 Years or More 

39 9 

28.2 

28 6 

33.5 

44,4 

Total 

100.0 

100.0 

100.0 

100.0 

lOO.O 


Source. U S Department of Commerce, Bureau of the Census, Current Population Survi^y, 
vlay 1979 and May 1983, unpublished data 


Fable 5.1 0 Percent of Wdge-and*Salary Workers with Pension Plan Irom Previoih 
job by Employment Size of Firm, 1979 and 1983 


Pension Plan from 

All 


Employment Size of Firm 


Previous )ob 

Firms 

1-24 

25-99 

100-499 

500 + 

1979 

20 2 

18 6 

19 6 

21 3 

21 2 

1983 

17.5 

16 9 

17.0 

19.5 

175 


Source U 5. Department of Commerce, Bureau of the Census, Current Populatian Survey, 
May 1979 and May 1983, unpublished data. 
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(RA^i Less 
Prevalent Among 
Small Bublness 
Workeis 


fore retirement All qualitied private pension plans must 
meet ERISA's minimum participation and vesting 
standards.-^® 

Workers employed in the smallest turns oltenng pen- 
sion plans are more likely to be vested. About 64 percent 
of workers in the smallest firms are vested, compared to 
about 61 percent covered by plans in large firms (Table 
5.8). This is because small firms are more likely than 
large firms to have defined contribution plans, which 
tend to vest earlier than defined benefit plans. Between 
1979 and 1 983, in all but the smallest firms, the propor- 
tion of vested workers increased, with the largest in- 
crease occurring in firms with between TOO and 499 
employees. The length of time a worker stays in a pen- 
sion plan increases steadily with firm size For example, 
over 44 percent of large firm workers were in a plan more 
than ten years, compared to about 28 percent in firms 
with fewer than 100 employees (Table 5.9). This may 
reflect the fact that small firms are more likely to hire 
young workers and have a higher turnover. This pattern 
changed very little between 1979 and 1983, even though 
the proportion of workers with longer periods of pension 
plan coverage increased across all firm sizes. The con- 
struction industry expencnceci a major decline in the 
proportion of workers vested between 1979 and 1983 
(Table AS. 25). 

About 1 7 percent of all wage-and-salary workers have 
pension or retirement plan coverage from a previous job; 
this earlier coverage does not vary by size of firm in 
which a wage-and-salary worker is currently employed 
(Table 5.10). Self-employed workers, especially if they 
are incorporated, are twice as likely as wage-and-salary 
workers to be included m a letirement plan from a pre- 
vious job. This pattern may reflect that a higher propor- 
tion of the self-employed than wage-and-salary workers 
began their careers as workers in large firms with 
pensions 

In 1974, ERISA established Individual Retirement Ac- 
counts (IRAs) with the intent to offer workers not covered 
by employer pension plans the opportunity to set aside 
tax-deferred income for retirement. The 1 98 1 Economic 

Under ERISA, most employees become eligible to participate in a 
retirement plan when they reach age 25 and have completed one 
year of service. With respect to vesting, pension plans must satisfy 
one of three alternative formulas, ten-year service rule, graded Ii6 
teen -year service rule; or rule of torty-five Fundamentals ot Benefit 
Programs, pp 13-14 
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Table 5 1 Percent of Wage-and-Salary Workers Who Had an IRA bv rniphymcnl 
Sjze of Firm, 1979 and 1963 


Lmployment Si?e (jf nmi 



P/rms 

1-24 

25-99 

1 00-499 

5001 

Worker has IRA 

1979 

40 

6 1 

5 9 

4 2 

1 7 

1983 

17 S 

14 9 

15 7 

18 2 

19 7 

Employer has JRA Payroll Deduction 
Plan 

T983 

18 0 

3 3 

9.8 

17 1 

Hd 

Years worker has had IRA' 

1 Vear or Less 

10 1 

80 

6 2 

n 3 

14 ^ 

2 or 3 Years 

47 9 

39 7 

46 3 

5i 9 

56 ] 

4 or 5 Years 

25 7 

31 6 

3) 7 

23 4 

15 8 

More Than 5 Years 

16 3 

20 7 

15 8 

n 4 

13 4 

Total 

100,0 

100.0 

100.0 

100,0 

too.o 


^ Asked of persons who had established their IRA before lanuary t, 

Source* U S Department of Commerce, Bureau of the Census, Current Popufntion Surwy, 
/vlay 1979 and May 1983, unpublished data. 


Recovery Tax Act (ERTA) extended IRAs to alt workers. 
IRAs are particularly useful for workers without employer 
pension coverage and for highly mobile workers with 
minimal pensions or no pensions. 

In 1979, only a small proportion of workers had IRAs, 
Workers in smalt firms were more likely than workers in 
large firms to have IRAs, primarily because a much great- 
er proportion of large-firm workers were covered by em- 
ployer pension plans and were therefore ineligible for 
IRAs. With the change in IRA eligibility rules in 1991, 
more workers now have IRAs. 

In 1983, about 16 percent of workers in firms with 
fewer than 500 employees had IRAs compared to almost 
20 percent in large firms (Table 5,11 and Chart5.4J. The 
reason for this is that workers were no longer ineligible 
for an IRA if they have employer pension plan covGrage, 
and higher paid workers were more able to purchase 
IRAs than lower paid workers, who tend to be employed 
in smaller firms. Workers in small firms have had IRAs 
longer than workers in targe firms. 

While workers in small firms are most in need of pen- 
sion benefits, they are not investing proportionally more 
in these plans than workers m large firms, who already 
are protected by more comprehensive plans. Rales of 
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Chart 5.4 Percent ol W,if’e-cwd-Sol,ii v Wurker^ Who HmI a/i IRA hv employment 
5V^t* ol hirm, 1979 and !9(i3 



Sourer U S Dep.irlnionl ol Conimercr, Bureau of Ihe Census, Current Population Siiivey, 
May 1979 and M.w lyiH, unpublished data 


coverage and usage of IRAs are lowest among those with- 
out employer pension plan coverage."’ In general, as of 
1983, only about one in six wage-ancl-salary workers 
had availed themselves of an IRA Participation in this 
form ol retiiement protection has not been extensive and 
It IS unlikely that it would be an adequate siibslituto for 
either Social Security or employer pensions. 

Employees in finance, mining, and wholesale trade 
are most likely to have IRAs; workers in retail trade and 
consliuction are least likely. Furthermore, most of the 


-"’SimiUir lindings are reported in "Individual Rclircmeni Accounts’ 
Cf 111 racier I Si ICS and Policy Implications/' LORI Issue Bnef No 3J 
(Washington, D C/ Lmployee Benefit Research Inslitiile, July 1984), 
p 1 0; hereafter, EORI Issue Brief No, 32 
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Table 5.1 2 Source of Funds nnd AU/n Reason For IRA fdenUlied In Wage-ancF 
S<'ilciry Workers by Em ploy men! Size ot Firm, 1 9SJ (Percent) 


Employment Sue o1 Firm 
An 

Firms 1-^24 2S~-9y 100-499 5004- 


Source of Funds for IRA 

E>cisting Savings 

50 0 

42.1 

46 4 

AS A 

56 a 

Salary 

i9 1 

44 7 

45 1 

41 2 

33. 1 

Other Source 

109 

n 2 

0 5 

11 4 

10 f 

Total 

100.0 

100.0 

100.0 

100.0 

100.0 

Main Reason for iRA 

Ta'C Benefits 

55 8 

40 1 

5} 5 

S4 a 

60 9 

Retirement 

41.7 

49 5 

43 2 

41 

37.0 

Other 

2 5 

2 4 

3 5 

3 7 

2 1 

Total 

100.0 

100.0 

100.0 

100.0 

100.0 


Source U.S. Department of Commerce, Bureau of the Census, Current Populdtion Survey, 
May 1983, unpublished data 


Table 5.13 Percent ol Wctge-and-Scilaty Workers With an IRA Contributing to m 
IRA for Their Non-Woiktng Spouse by Employment Size of Firm, 1979 and 1983 


Established an IRA 
for Non-Working Spouse 

All 

Employment Size of Firm 

Firms 

1^24 25-99 100-499 500 4- 

1970 

1(> 9 

18 1 37 0 17 3 3 7 

1983 

35 2 

25 0 33 1 37,8 40 6 


Source U S, Department of Commerce, Bureau ol the Census, Current Population Survey, 
May 1979 and May 1983, unpublished data. 


Tab le 5 J 4 Current Value of IRA Assets of Wage-and-Sa lai y Work ers Who Ha vc an 
IRA by Enyployment Size of Firm, 1979 and 1983 (Percent) 


Current Value of 

IRA Assets (Dollars) 

All 

Firms 

Employment Size ot Firm 

1-24 

25-99 

100-499 

500 + 

Under 1,000 

13 0 

14 9 

11 1 

16 4 

11.5 

1,000-2,499 

46.2 

38.5 

47.0 

41 1 

51 6 

2,500-4,999 

26.8 

26 3 

23 2 

27.0 

27 8 

5,000-9,999 

8.1 

11 6 

11.4 

9.0 

5 2 

10,000-14,999 

3 5 

5.4 

3 9 

4 1 

2 2 

15,000 + 

2 4 

3 3 

3 4 

2,4 

1 7 

Totai 

100.0 

100.0 

100.0 

100.0 

100.0 


Source U S Department of Commerce, Bureau of the Census, Current Population Survey, 
May 1 979 and May 1 983, unpublished data 


268 






growth in IRAs has occurred in large businuss-dominciled 
industries (Table A5 26) Although IRAs arc meant to 
provide retirement income security, over 5^^ per(ent ot 
all wage-and-salary workers with IRAs cite tax purposes 
as their primary reason tor investing in an IRA An em- 
ployee's reason for investing in an IRA vanes by size ot 
firm (Table 5. 12). A higher percentage ot workers in laigc 
firms cite tax benefits, rathci than retirement income, as 
the main reason for participating in an IRA 

Tax benefits for workers employed in largo businesses 
are enhanced if workers contribute to an IRA established 
for a non-working spouse Almost 41 percent of all large 
business employees with IRAs also had non-working 
spouses who had IRAs, compared to approximately 30 
percent ot workers in small firms (Table 5. 13). Employer 
pension coverage appears to increase the likelihood that 
spouses will have IRAs. 

Workers in small businesses are less likely to afford an 
IRA. About 45 percent of small firm workers indicate that 
their salary is the main source of IRA funds (Table 5.12). 
By contrast, only one-third of all wage-and-salary work- 
ers in large firms indicate that salary is the major source 
of IRA funds, whereas over 56 percent of these workers 
acknowledge their savings as the main funding source. 

The value of IRAs established by workers in small busi- 
nesses is cuirently greater than that of workers in large 
firms. This is probably because workers in small business 
are less likely to have employer-provided pensions and 
have been eligible for IRAs longer than workers in large 
firms. Also, although a smaller proportion of workers in 
small firms can afford an IRA, those that can probably 
view the IRA as a more important supplementary source 
of retirement income (to Social Security) than iheir coun- 
terparts in large firms Of all wage-and-salary workers' 
IRAs, about 85 percent are valued at less than $5,000. 
About 20 percent of small firm workers' IRA assets are 
valued at more than $5,000, compared to only 9 percent 
of large firm workers' IRAs (Table 5 14). 

Self-employed workers, especially those that are in- 
corporated, are more likely than wage-and-salary work- 
ers to have established an IRA. Over 45 percent of 
individuals who are self-employed and incorporated had 
an IRA, compared to about 18 percent of all wage-and- 
satary workers (Table 5.15). 


^^Ihid , p. 13. 
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Table 5.t5 IRA Covcm^c ot Seff-Employed (50 dncl Wcige-cind-Sdliitv (IV5J Work- 
ers dnd Their Non-Working Spouses, 19li3 (Percent) 



Total 

SL- Only 

liK nr- 


VVS Only 

SC 

All 

' & WS 

Less than iS his/wk poratod 
JS hrs/wk OI more SL 

Wb and 
SL* 

Less than i^hrsAvk 
15 hrs'uk or more' 

Contribute to 

IRA 

17 6 

14 2 2) 6 45 7 

2f> 6 

1 1 S 

17 9 

Those with IRA 
Who Contribute 
to IRA lor 
Non-Working 
Spouse 

34 S 

21 0 40 5 44 0 

17 9 

28 2 

14.5 


'Excludes ii small number at unincurporaled selt-empfoyeci vvhn were also vva^e-and-salary 
workers 

“Uni n t orporaled s el f-em ploy ed 

^Wai^e-and -salary workers who also had some selt-empkjyment 

Source U S Department ut Commerce, Rureau oi the Census, Current Popukition Saney, 
May 1983, unpublished data 


Salary Reduction 
Plans Less 
Prevalent Among 
Small Business 
Workers 


The Revenue Act of 1 978 authorized section 40 1 (k) pl.ms 
that allow employees to reduce their salary by up to 1 ^ 
percent of compensation and invest that portion in a 
special tax-free account. As with pension funds, interest 
IS allowed to accumulate tax-free until the funds arc dis- 
tributed Amendments passed in 1980 permit 40Uk) 
plans to be part of a cafeteria plan. As a result of the 
Social Security Amendments of 1983, however, conln- 
butions to a 401 (k) plan are included in taxable wages for 
payroll lax purposes.^’ 

About 9 percent of all jobholders woi k for an employer 
that offers a salary reduction plan (401 (k) oi 403 (b)). 
Coverage under salary reduction plans increases steadily 
with the size of a firm; rates of covei age and use of salary 
reduction arrangements are lowest among those without 
employer pension coverage This may be because (ho 
fixed costs of setting up a salary reduction plan arc high 
for firms without pension plans Coverage ranges from 


'^Munnell, ''Employee Benefits and the Tax Base," pp 48-49. 

^“Section 403(b) permits a (ax-deferred arranj»eniont known ns a Inx- 
sheltered annuity and allows employees ot a qualilied charitable 
organiiiation or a public school system to exc lude from tlieir gross 
income contributions to a tax-sheltered annuity. Fundamentals oi 
Benefit Programs, p. 83. 

^^EBRI ts^Lic Brief No 32, p 10. 
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Limiied Use at 
Keoghs by Seh- 
Employed 


Table 5.16 Reduction RLin Co\ertige iind Ibrtiafhition 

of Wcige-and-Sal^iry Workers by Empio\ment ^i2e at Firm 
1933 {Percent) 


All 

EniptovmorU Si/e ot Firm 

Tirms 

1-24 1(K)-4y<l 50(1 •. 

Employer Otters 
<1 Salary Reduction 

Plan (401 (k) or 

401 (h)) ti 5 

Participation in 

Plan J9 8 

12 4 0 (1 0 17 0 

45 4 20 8 4(1 i 411 

Source U S Department ot Commerce, Bureau ot the Census, Current 
Population Surve\, May 1983, unpublished data 


only about 1 percent m the smallest firms to 1 7 percent of 
wage-and-salary workers in large firms with more than 
500 employees (Table 5,16 and Chart 5 5) Workers in 
the mining, durable manufacturing, and transportation 
sectors are most likely to have salary reduction plans 
(Table A5. 27) On the other hand, if an employer offers a 
salary reduction plan, workers in the smallest firms are 
the most likely to participate Over 45 percent of workers 
in firms with fewer than 25 employees participated m the 
401 (k) plan, compared to only 41 percent of workers in 
large firms 

Self-employed workers in an unincorporated business 
may establish a Keogh account for themselves as well as 
their employees Self-employed persons can contribute 
up to $15,000 or 1 5 percent of earned income (whichev- 
er is lower) from their business to a Keogh plan. A person 
with a Keogh account may also have an IRA. While 
Keoghs apply only to the self-employed, a person who is 
currently a wage-and-salary worker, but who may have 
been self-employed in the past, may also have a Keogh 
account. In 1983, less than 7 percent of the self-em- 
ployed who worked full-time, part-time or as wage-and- 
salary employees, had Keogh coverage (Table 5 17) 
This may be due to the desire of many self-employed to 
reinvest in their businesses. However, once a Keogh is 
established, its current value is likely to be substantial. 


^'^Bureau of the Census, U S Department ol Commerce, CPS Inter- 
viewers Memorandum no. 82-06, Section II, May 1983, Surs'ey of 
Pension and Retirement Plan Coverage, p. 1 6 See also Fundamentals 
of Employee Benefit Programs, pp 98-99. 
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Chart 5.5 Salary Reduction Plan Coverage of Wage-and-Salary Workers by 
Employment Size of Firm, 1 983 



1-24 25-99 100-499 500 + 

Employment Size ot Firm 


Source U.S. Department of Commerce, Bureau of the Census, Current Population Survey, 
May 1983, unpublished data 


About 46 percent of all accounts have a value greater 
than $10,000, and over 30 percent have a value of more 
than $20,000. 


No Change in 
Health Insurance 
Coverage' 1979- 
7983 


Although health coverage virtually ceased to expand in 
the 1 970s, the cost of health insurance to employers 
grew substantially. Medical costs climbed much faster 
than the inflation rate. The central problem facing small 
firms as well as large firms is the rising cost of health care 
benefits. Efforts to contain costs could have a dispropor- 
tional impact on small firm coverage, especially if large 
firms are more successful at cost containment and if costs 
shift from large to small firms. 

Health insurance is more prevalent than pension cov- 
erage because employers usually opt for a health plan as 
their first benefit program. In very small firms, however, 
(ess than 40 percent of workers were directly covered by 
an employer-provided group health plan in 1 983. As firm 


"2 


Table 5.17 Keogh Coverage of Self-Employed (SE) and Wago-and-Sah^rv (WS) 
Workers, 19SJ (Percent) 



Total 

SE’ Only 

. Incor- 


WS {)nlv 


All 

SE’ & WS 

Less than 
35 hrs/wk 

35 hrsAvk 

or more 

porated 

SE 

WS and 
SL^ 

Less than 
35 hfVwk 

3 ShrsAvk 

or more 

Contribute to 
Keogh 

1 0 

2 8 

6 7 

5 8 

2 7 

0 i 

04 

Current Value of 
Keogh Assets 
(Dollars) 

Under 

S,000 

40 4 

20 3 

27 1 

17 1 

55 6 

54 0 

70 5 

5,000- 

9,999 

14 3 

7.4 

9 4 

24 5 

10 8 

46 0 

12 7 

10,000- 

19,999 

15 0 

32 0 

17 7 

11 1 

6 8 

_ 

9 1 

20,000- 

49,999 

17.2 

17.7 

29 6 

18.7 

7.4 


7 7 

50,000- 

99,999 

7 7 

160 

10 6 

18 6 

1 5 




100,000 or 
more 

5 4 

67 

5 6 

10,0 

17 9 

— 

— 

Total 

100.0 

100.0 

100.0 

100,0 

100.0 

100.0 

100.0 


^Excludes d small number of unincorporaled self-employed who are also wage-and-salary 
workers 

^Unincorporated self-employed 

^Wage-and-salary workers who had some self-employment. 

Source US Department of Commerce, Bureau of the Census, Cunent Popukitton Survey, 
May 1983, unpublished data 


size increases, the availability of employer or union 
group health insurance also increases — in the largest 
firms, 05 percent of the workers were covered by their 
employer's group health plan. Between 1979 and 1983, 
health insurance coverage for wage-and-salary workers 
did not change; in both years 67 percent of these workers 
were covered (Table 5.18 and Chart 5.6), 

These overall results are consistent with the BLS survey 
of medium-sized and large firms, which shows little 
change in the proportion of workers provided health in- 
surance between 1982 and 1983 When specific Indus- 


S Departmenl of Labor, USDL News 84-194 (Washington, D C.: 
Bureau of Labor Statistics, May 1904), pp. 2-3. 
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Percent of Workers with Group Health Insurance 


Chart 5.6 Pcrceni ot Wc^ge-cind-Stif<ity VVoiker^ m Empioyet\ Hcakh P/an by 
Empioynieni Size ot Firm, 1979 cine/ 1983 



Employment Size of Firm 



I I 1983 


Source U S Deparlment of Commerce, Bureau of the Census, Current Populiitton Survey, 
May 1979 and May 1983, unpublished data 


Table 5.18 Croup Hedlth Insurance Coverage of Wage-and-Scilary Workers by 
Employment Size of Firm, 1979 and 1983 (Percent) 


Employnienl Size of Firm 
All - , 

Firms 1-24 25-99 100-499 ^00 + 


Included in Employer's Health Plan 


1979 

67.2 

36 3 

65 0 

76 8 

86,4 

1983 

67 2 

38 7 

6S 4 

75 I 

85 4 

Included in Employer's Health Plan or 
Covered by Household 

Member's Policy 

1983 

81 8 

66 4 

80 2 

86 7 

91 8 


Source U S, Department of Commerce, Bureau of the Census, Current Population Survey, 
May 1979 and May 1983, unpublished data 
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tries are examined, however, certain patterns emerge 
Coverage in large firms, across industries, has remained 
relatively constant over the four-year period Small firm 
coverage, on the other hand, rose or declined substan- 
tially depending on the industry (Table A5.28). For 
example, health insurance coverage for workers in 
small retail firms with fewer than 500 workers declined 
about 5 percent between 1979 and 1983, while it 
increased more than 5 percent for small firms in the 
finance sector. 

Low health coverage in small firms is partially attribut- 
able to certain characteristics of the work force. Workers 
in small firms are more likely to be part-time employees 
covered under the health insurance policy of another 
household member who works in a large firm. Even full- 
time workers in the smallest firms are more likely to be 
covered by another policy. The proportion of workers in 
small firms (fewer than 25 employees) with health insur- 
ance coverage increases from about 39 to more than 66 
percent when this indirect coverage is included. In large 
firms, the corresponding increase is only about 6 percent 
(Table 5.18 and Chart 5.7). Even taking account of cover- 
age under another household member's health insur- 
ance, coverage is still much less prevalent among 
workers in small firms than in large ones. One out of 
three workers in small firms has no health insurance 
compar'^d to only one out of ten in large firms. 

In offering group health plan coverage, firm size affects 
the share an employer must pay. About half of all wage- 
and-salary workers in firms with fewer than 500 employ- 
ees have employers who pay the entire health plan costs, 
compared to only about 45 percent in large firms (Table 
5.19). Workers employed in the smallest firms with fewer 
than 25 employees are most likely to have employers 
who pay all health plan costs. This probably reflects 
current efforts on the part of large firms to require contri- 
butions to reduce the costs of their health plans. 

Elderly workers are more likely to work for small than 
large firms. For example, in 1 979, 90 percent of all work- 
ers 65 years old and over were employed in small firms 
with fewer than 500 employees. By 1983, this percent- 
age had dropped to less than 80 percent. In part, this may 
be because of the 1 982 amendments to the Age Discrimi- 
nation in Employment Act (ADEA), which require firms 
with twenty or more employees offering health insurance 
to also cover workers aged 65 to 69. The amendments 
also require that the employer plan now become the 
primary payer of health costs. Before 1983, such a plan 
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Chart 5.7 Percent of Wage-and-Salary Workers m Employer's Health Plan or 
Covered by Household Member's Pohcy by Employment Size of Fitm, 1983 



Source U.S Department of Commerce, Bureau ot (be Census, Current Population Survey, 
May 1983, unpublished data. 


Table 5.19 Employei Contribution to Croup Health Plan of Wage and Salat y Work- 
ers by Employment Size of Firm, 1 983 (Percent) 


Employer Contribution to 

Group Health Plan (GHP) 

All 

Firms 

Employment Size ot Firm 

1-24 

25-99 

100-499 

500 + 

Paid for All of GHP 

46 7 

52 5 

46 1 

47 2 

44 7 

Paid for Part of GHP 

49.4 

40 7 

49.5 

49 6 

52 4 

Did not Pay for GHP 

3 9 

6.8 

4 A 

3.2 

2.9 

Total 

100.0 

100.0 

100.0 

100.0 

100.0 


ource U S Department of Commerce, Bureau of the Census, Current Population Survey, 
lay T983, unpublFshed data 
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T able 5.20 Health Insurance Coverage at Self-Emi)hyed (SE) and Wage-and-Salarv 
(WS) Workers, 1^)8 J (Percent) 


Total 

Covered by Group 
Health Plan 

All SF' 
€ind W5 

SE^ Only 

Incor- 
porated WS and 
SE SE^ 

W5 (.)n!v 

Less than 
35 hrs/wk 

35 hrsAvk 

or more 

Lc'bS than 
35 hrsvvk 

iShrs \vk 

or mure 

Covered by Self 

66 5 

16 7 

27 tt 

65 1 

71 6 

43 3 

80 0 

Covered by Self or 








Another 

79 6 

45 2 

46 4 

74,3 

82 4 

71.3 

87 0 


'excludes a small number of unmeorporated self-employed who were also wage-and-salary 
workers 

^ U n I n CO r porated se I f-em ployed 

"^Wage-and-salary workers who also had some seff-employment 

Source U S. Department of Commerce, Bureau of the Census, Current Populathn Survey, 
May 1983, unpublished data 


could exclude workers over 65 years old who were cov- 
ered by Medicare, 

Changes in the Medicare payment provisions could 
increase employer health costs more in small than in 
large firms. In the smallest firms, 3.4 percent of the wage- 
and-salary work force has Medicare coverage, compared 
to less than 1 percent in large firms. The proportion of 
workers with Medicaid coverage is also much higher 
among the smallest firms, which reflects the tendency of 
low-income workers to work in small firms. 

Full-time wage-and-salary workers are almost twice as 
likely as full-time self-employed workers to be covered 
by a group health plan, their own plan, or another house- 
hold member's policy. While 87 percent of full-time 
wage-and-salary workers are covered by a health ms* 
anco plan, only about 46 percent of self-employed wo 
ers are covered (Table 5.20). If incorporated, the si 
employed are more likely to have health insuram 
coverage 

Incorporation may be one indicator of business stab 
ity and success and may suggest that greater resource 
are available for insurance coverage. If a self-employei 


^^^Joseph M. Anderson, David L Kennel I, and john T Shells, ^'Estimat- 
ed Effects of 1983 Changes in Employer Health Plan/Medicare Pay- 
ment Provisions on Employer Costs and Employment of Older 
Workers" (Washington, D C ICF Incorporated, June 1983) 
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Conclusion 


Appendix 

Current 

Population 


worker also works on a wage-and^salary job, coverage 
increases significantly and might be a major incentive for 
holding two jobs 

Between 1979 and 1983, the gap between small and 
large firms in pension and health care coverage contin- 
ued There has been virtually no expansion in pension 
and health insurance coverage in smalt firms to match 
the benefits available in large firms. Nevertheless, on an 
industry-by-industry basis, coverage has fluctuated sig- 
nificantly in small firms. Coverage in large firms, on the 
other hand, remained relatively stable in all industries. 

Multiemployer pension plan benefits coveiage de- 
clined about 5 percent m firms of all sizes but declined 
even more in small firms. Pension-related legislation and 
regulations probably have contributed to these declines. 

New retirement mechanisms such as IRAs and salary 
reduction plans — intended to increase retirement cover- 
age and assist highly mobile workers — have been adopt- 
ed by workers more frequently in large firms than in small 
firms. Most workers invest in IRAs more for current tax 
advantages, rather than for retirement. But because small 
businesses pay lower salaries to a larger proportion of 
workers, these workers are less able to use those tax 
advantages. Only about 6 percent of self-employed 
workers have substantial retirement assets and are more 
likely than wage-and-salary workers to have an IRA 
account. 

The challenge facing small business in matching large 
business, benefit-for-benefit, appears extremely difficult. 
Given its more adaptable and flexible nature, however, 
the small business sector has the potential for offering its 
employees a wider range of benefit options, especially 
those related to worker performance. Because the small 
business benefit market is so enormous, it represents a 
potentially more profitable growth area for private 
insurers 


The major data source for this analysis of changing pat- 
terns in employee benefits and firm size is the Current 
Survey population Survey (CPS) of households, conducted on a 
monthly basis by the Census Bureau. The May 1 979 and 
May 1 983 Surveys of Pension and Retirement Plan Cov- 
erage provide, for the first time, longitudinal fringe bene- 
fit information, e.g., pension, disability, and health 
insurance for workers by size of firm as well as for the 
self-employed. This information permits a comparative 
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analysis of changing patterns in benelit coverage of 
workers in small and large businesses, as well as an 
analysis of the self-employed ' 

The CPS (Jata have been sorted to include only em- 
ployed private wage-and-salary workers, 16 years old 
and older Workers in agriculture and the private house- 
hold sector have been excluded, as have been govern- 
ment workers (including members of the Aimed Forces). 
A separate analysis has been conducted ot self-employed 
individuals' characteristics, including whether they are 
self-employed on a full-time or part-time basts, whether 
they aie also wage-and-salary workeis, and whether they 
are incorpoiated. 

Wage-and-salaiy workers can be divided into foui turn 
employment sizes. The method ot analysis used in exam- 
ining 1979 and 1983 CPS data is also used throughout 
this chapter. Changing patterns in employment benefits 
are also examined for nine major industries based on CPS 
data presented in Appendix Tables AS. 21 through 
AS. 28. 


*^The March and May CPS clala for Ixjlh 1‘)79 and 1981 also perniil 
Lomprohen^iive anofysis of chanj»os in (he demoj.;rnpjiic and oconoin- 
K c ha racier I sties ot workeis in small and large (nibinesses This will 
be the subject ot later analyses 

^^The l>asjc tables used in this study for 198} were prepared by Simon 
& Company, Inc , ^'An Analysis of CPS Data" and for 1979 were 
prcpaiGc) by Sheldon Haber, "Tabulations from Current f^)piilalioii 
Survey" (Washington, D C.: Office of Advocacy, SB A, prep<ared un- 
der award no SBA-a2-2J.a2), The May 1979 and May 198 i CPS 
include five firm-size gioiips categorized as follows, 



Numbei of 


Emf)foyee<i 

Smallest 

\-2A 

Small 

2S~99 

Intermediate 

100-^99 

Large 

S00~g99 

Largest 

l,(KK)-* 


The largest two size groups have been combined in this chaplei 
analysis 
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1 abl e A5 . 2 1 Petcei U of ncJ-Sd !ai y Workers Covef eel by a Union C ontract by 

Industry and Pmpfoyment Size of Firm, 1979 and 1983 



All 

Firms 

1-24 

Employment Size ol Firm 

25-99 100-499 

500 + 

All Industries 

1979 

22.8 

6.6 

17.1 

23.9 

35.8 

1983 

18.8 

47 

147 

19.4 

30.1 

Mining 

1979 

40 4 

10.0 

40.8 

25 0 

45.8 

1983 

24.9 

1 7 

6.7 

32 1 

29.4 

Construction 

1979 

31.3 

20,1 

42.3 

52 6 

44 0 

1983 

24,8 

15 0 

28.5 

38,2 

54 8 

Manufacturing, Durable 

1979 

39.3 

88 

21.9 

25.7 

48 1 

1983 

31 3 

9 8 

18,9 

27 6 

38.6 

Manufacturing, Non*Durable 

1979 

35 0 

9 7 

23 4 

38,1 

41 4 

1983 

28 8 

5 6 

22.1 

30 7 

35 1 

ransporlatJon, Communications & 

Public Utilities 

1979 

51J 

14.5 

35.2 

36.9 

64 4 

1983 

45 5 

6 1 

29 0 

35,0 

57 9 

Wholesale Trade 

1979 

11 3 

6.6 

10.6 

13 5 

160 

1983 

10 5 

4 3 

9.4 

12.0 

90 

Retail Trade 

1979 

11.2 

3 4 

9,7 

180 

20.2 

1983 

11,3 

20 

84 

123 

22.2 

Finance^ Insurance 8< Real Estate 

1979 

5.0 

2 7 

7 1 

70 

5.1 

1983 

5.5 

3.4 

4.2 

3 1 

7.4 

Miscellaneous Services 

1979 

9 0 

3 3 

87 

15.7 

15 4 

1983 

9.7 

2.7 

12.3 

13 8 

17.0 


Data exclude Agriculture 

Source. U S Department of Commerce, Bureau of the Census, Current Population Survey, 
May 1979 and May 1983, unpublished data. 
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Table A5.22 Distnbutfon ot Wotkot^ hy liubi^tiv ,}f}(l bvpfos'- 

rncfU Size of f'lrm, 1979 and 1983 


^11 rniployinoiil S}/(‘ n\ I iir>i 

hnm 1-24 10(1 199 S(U) i 


All Industries 


t979 (Thousands) 

54,553 

16/225 

8,093 

6,771 

23,464 

1983 (Thousands) 

59,209 

17,921 

8,308 

«,030 

24,94.'; 

Percent Change 

-P7.9 

+ 10.5 

+ 2,7 

+ 18,6 

+ 6.3 

Mining 

1 979 

04! 

42 

57 

74 

470 

19B3 

684 

76 

53 

90 

4()5 

Pcjcont Change 

-1 6 4 

+ 81 0 

-70 

+ 21.6 

”1,1 

Construction 

1979 

1,658 

2,048 

729 

459 

422 

t98} 

J,54l 

2,063 

703 

345 

420 

Percent Change 

”1.2 

-0.1 

-3 6 

”24 8 

4 1 4 

Manufacturing, Durable 

1979 

10,269 

841 

1,122 

1,261 

7,045 

198J 

9, 124 

l,12(J 

1,095 

1,2 34 

5,875 

Percent Change 

-9.2 

4 31.2 

-2 4 

”2 ) 

- 16 6 

Manufacturing, Non -Durable 

1979 

5,940 

596 

905 

991 

3,448 

1983 

6,216 

805 

776 

1062 

1,591 

Percent Change 

-5.0 

+ 15 1 

”14.1 

+ 7 2 

+ 4 2 

Transportation, Communications & 

Public Utilities 

1979 

4,050 

641 

421 

317 

2,671 

1981 

4,101 

5 37 

441 

501 

2,619 

Percent Change 

-M 1 

” 16,2 

4 4.8 

4 58 7 

-1.9 

Wliolesale Trade 

1979 

2,988 

981 

(i40 

533 

812 

1983 

.1,422 

1,241 

745 

541 

895 

[Percent Cliange 

4 14.5 

1*26.2 

4 16 4 

M 5 

h7 6 

Retail Trade 

1 979 

10,878 

4,599 

1,810 

939 

3,510 

1983 

12,070 

4,724 

1,739 

1,210 

4, 196 

Percent Change 

+ 110 

+ 2.7 

-3.9 

1 21) 9 

4 24 5 

IT nance, Insurance & Real C slate 

1979 

4,017 

1,059 

604 

531 

1,82 3 

1981 

4,640 

935 

626 

697 

2,182 

Percent Change 

+ 15.5 

-117 

4 3.6 

f 31 1 

+ 30 7 

Miscellaneous Services 

197'J 

12,110 

S,4I6 

1,805 

1,(i66 

),22i 

1 9)n 

15,191 

6,420 

2,130 

2,148 

4,292 

Percent Change 

+ 25 4 

+ 18.5 

•1 IS.O 

+ 40.9 

+ 33 2 


Data exclude Agricultuie. 


Sou ice- U.S. Department of Commerce, Bureau of the Census, Cunent ropubtion Survey, 
May 1979 and May 19Bi, unpubljshed data. 
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f a l>l e A5 . 2 3 I Vt}go-cwd~Sci /.j / y VVof k oj s Co vered h y Pension Plans by Indu slry and 
Employment 5ize of Firm, 19^^) and 198J (Pci cent) 



All 

Firms 

1-24 

Employment Size ot Fiim 

25-99 100-199 

5()(H 

All Industries 

1979 

48.3 

t4>9 

34..5 

53.6 

74.3 

1983 

45. (> 

14,4 

30.0 

48.6 

72.1 

Mining 

1979 

75.1 

18.0 

40 8 

55 7 

8(1 2 

1983 

7S 3 

1 8 

39J 

75 8 

9t) 6 

Construction 

1979 

3b. 0 

la 3 

51 1 

65 7 

68 a 

1983 

29 0 

15 6 

33 1 

54 5 

65.8 

Manufacturing, Durable 

1979 

73 4 

20 2 

39 4 

64 3 

86. i 

1903 

70 4 

16 5 

37 9 

5« 1 

80 2 

Manufacturing, Non-Durable 

1979 

65.3 

19 5 

35.9 

54.4 

810 

1983 

61.1 

16.2 

i4 2 

52 9 

78 7 

Transportation, Comnninjcations ik 

Public Utilities 

1979 

66 fi 

19 0 

46 1 

07 1 

80.7 

1983 

68 5 

17 0 

42 4 

53,0 

85 9 

Wholesale Trade 

1979 

51 3 

27 1 

44 4 

57 1 

81 2 

1983 

48 2 

25.0 

39 7 

58 2 

80 1 

Retail Trade 

1979 

24 7 

78 

21 2 

35 I 

47 0 

1983 

23.6 

6 4 

17 6 

29.2 

44 7 

Finance, Insurance & Real Estate 

1979 

52.2 

15,4 

44 1 

60 7 

74 2 

1983 

54 7 

19,3 

40,3 

52.5 

68 G 

Miscellaneous Services 

1979 

32.4 

15 3 

26.9 

46.0 

56 « 

1983 

33 1 

16.4 

27 5 

44 3 

56.0 


Daia exclude Agriculture 

Source* U S, Department of Commerce, Bureau of the Census, Cunent Population Survey, 
May 1979 and May 1983, unpublished data, 





Table AS. 2 4 Mulhomphyef Cavcrri^c of W<i^o-iin(l-\iLu\ W(}^f^er:y hv 

fndu^lty tindf Fnm Size, 1979 twd f983 (RorLonf) 



All 

Finns 

1^24 

Lni[)k)yrni‘ni Si/o (jf [ trin 

25-99 1(10-499 

5(K) ‘r 

All Industries 

1979 

24.1 

31.7 

32.0 

27.1 

21.2 

19113 

19.2 

22.9 

23.1 

16,6 

18.0 

Mining 

1 ‘)7') 

14 f 

100 0 

35 5 

10 2 

13 h 

1%3 

27 5 

0 0 

0 0 

20 9 

29 9 

Construe (ion 

1970 

S7J 

62 1 

58 6 

57 2 

48 4 

lOIH 

48 J 

41 2 

4()6 

51. U 

57.0 

Manufacturing, Durable 


18 8 

31.7 

81.5 

18 3 

17 7 

lyfH 

16 4 

16.6 

21 2 

16 0 

15.4 

Ma nufactLiiing, Non-Durabic 

1979 

22 U 

30.5 

32.1 

26 6 

19 b 

I9H1 

1(>.2 

1 1.5 

21.6 

15 9 

1 6,0 

'Iranspotlalion, Communrcalions & 

Public Utilities 

1 ‘)7‘) 

26 2 

28 9 

40 1 

24 7 

25J 

19H1 

19,2 

24 4 

20 6 

25 5 

18 3 

Whok'sale Iraile 

1979 

(8 6 

22 1 

17,6 

18,5 

17 4 

19fH 

14,3 

24 2 

13 5 

11.9 

1 1 4 

Retail rrci(l(‘ 

1979 

28 6 

32 1 

29 2 

40.2 

25 2 

1991 

23.7 

20.8 

29 4 

n 9 

25 2 

I'lnance, Insurance & Real Estate 

l')7‘) 

12 8 

12 1 

29 2 

40 2 

25 2 

19tH 

10,9 

9.9 

1 1.1 

14,7 

10 1 

Misc ellaneous Services 

1979 

27 1 

25.f 

24,9 

27.7 

28.7 

19tn 

2\ 0 

18 7 

22 9 

21 9 

21 2 


Data exclude Aj^nculUirc. 

Source U.S. Defwrlment of Commerce, Bureau of llie Census, Current Popubtiun Survey, 
May l‘)70 and May unpublished dala. 
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Tabfe A5.25 Percent of Wage-and-Sdfary Wofkers Vested fn Pension Pbns by 
Industry und Employment Stze of Firm, 1979 and 1983 



All 


Employment Si/e ol Eirm 


Firm.s 

1-24 

25-99 

1 00-499 

5004 

All Industries 

1979 

1983 

59.5 

60.9 

65.6 

64.2 

54.9 

56.2 

53.9 

.511.9 

60.5 

61.4 

Mming 

1979 

1983 

61.2 

65.9 

72 1 

0 0 

34.8 

97.4 

81 5 

60 6 

60.4 

65. () 

Construction 

1979 

1983 

65.0 

57 0 

68.7 
59 8 

55 1 
47.1 

65. 1 
72.2 

72 0 

51 6 

Manufacturing, Durable 

1979 

1983 

60 8 

65 0 

62.6 

57.2 

54 7 

65 0 

51 4 

63 7 

hJ t 

65 4 

Manuiacturing, Non-Durable 

1979 

1983 

62.7 

64 4 

72 8 
61.7 

63 5 
55.8 

69.1 

63.2 

61.2 

65,4 

Transportation, Comnuinicatrons & 
Public Utilities 

1979 

1983 

60.5 

67 3 

57 9 

68 7 

48.9 

54.5 

47 8 

57 7 

62 7 
()9 3 

VX'holesale Trade 

1979 

1983 

54 8 

62.7 

66 7 

69 8 

54.8 

57.3 

51 7 

57 4 

51.1 

64 2 


Retail Trade 
1979 
1983 

finance, Insurance, & Real Estate 
1979 
198 J 

Miscellaneous Services 
1979 
1983 


54 3 
S4.5 


55 4 
51.1 


58 3 
56 5 


67.4 

59.9 


56 9 
60 8 


66 0 
66 4 


54 6 
62.8 


52 2 
51 4 


54.8 
51 4 


44.6 SI i 

42.0 S4 5 


38. 1 

56.2 


51.2 
57 T 


59,6 

49.2 


58.6 

52.9 


Data exclude Agriculture. 

Mav 1 979 and May 1 983, un(>ubh'shed'dat!r'^'^ Census, Current Population Sui vey, 
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TnbleA5.26 Pe rcen t of Wtige-3 nd-SifJary Woi k or^ Wf jo i hn I ctn iP A h) 
.uid Cmploymont 5//e of Firm, f9/9 <ind 196^ 


,, Duploymciil Si/(' of i inm 

All 

hirms 1-24 25-99 1 DO 4‘J^) SUM f 


All Industries 


1979 

4.0 

6.1 

5.9 

4.2 

1.7 

1983 

17.5 

14.9 

15.7 

18.2 

19.7 

Mining 

1979 

2 0 

3.2 

0.0 

0 5 

2 4 

1983 

23 2 

4 0 

31.9 

28 1 

24 4 

Construction 

1979 

6 0 

6.0 

6.4 

6,6 

1 4 

1983 

1 i 7 

12,4 

10 3 

22.6 

19 0 

Manufacturing, Durable 

1979 

2,3 

4 6 

7 4 

2 f) 

1.1 

1983 

20.1 

16.0 

16 1 

16 6 

22. 3 

Manufacturing, Non- Durable 

1979 

3.3 

6.1 

5.4 

6 i 

1 5 

1983 

20.0 

18 3 

9.9 

20 4 

22 3 

Transportation, Communications & 

Public Utilities 

1979 

3 1 

4 2 

2.0 

5 4 

2 7 

1983 

20.3 

10,7 

19 2 

21,9 

20 (, 

Wfiolesale Trade 

1979 

6.2 

7 fl 

8.9 

6 5 

J 0 

1983 

22.7 

22.8 

20 9 

2 3.4 

2 3.5 

Retail Trade 

1979 

4 1 

6.2 

3 2 

3.2 

1.1 

1983 

lO.I 

9.1 

11,3 

8.9 

1 1 0 

finance, Insurance Real Lstate 

1979 

4 4 

8 0 

8.6 

2 9 

M 

198 3 

23 3 

22 1 

2 3.4 

25 4 

2 3 f 

Miscellaneous Services 

1979 

4 7 

5 9 

4.8 

3.0 

3.0 

1983 

17.6 

16.6 

17.9 

17.7 

18 8 


Data exclude Agrtculture 


Snurce: U,S, Deparlmenl of Commerce, Bureau of ihe Cej)sii 5 , Cujfent Popubtton 
May 1979 and May 1983, unpublished data, 



Tabfe A5.27 t>ctfciry Reduction Pbn^ Covcia^e of Wuf*o-nn(f-SnliUV 
industry nnci Emplayment Size of Finn /9/y i (Rat cent). 

IVo/Aivs 


All 


Ln)|>Jc,vtncnl 

Si/(' 1 il 

i iiin 


Firms 

1 -24 


l()(J I')'J '.OOl 

All Industries 

a.5 

T.2 

4A) 


I7,(J 

Minirm 

H) } 

0.0 

{) 0 

IS ; 

Jl.i 

( (instruction 

1 9 

0 9 

2 4 

J 0 

h.Jl 

Manufacturing, Durable 

n 9 

2 } 

2 

'1 1 

,*(> ti 

Manufacturing, Non-Durable 

9.9 

0 S 

i 0 

‘1 (> 

I'l 11 

Transportation, Communications, & 





Public Utilities 

HO 

2 0 

r 0 

') r. 

111. 1 

Wholesale Trade 

7 4 

1 2 

1.0 

'>./ 

(i 

Retail Trade 

4,2 

0 ] 

Lf> 

1 <} 

10 / 

Finance, Insurance & Real Estate 

11 1 

1 l\ 

4 2 


to 4 

MiMeflaneous Services 

7.9 

1 S 


0 0 

\,\J 


MoLlulies 4Ul(k) and 40)(bJ plans 
f->ata exclude Agriculture 


^ Co-^merce, BurOJu cit the Census, Cuncni S.uici 

Mclv 19H.i unpublished data 



ralite AS 28 W<i^(j-,inrl-SJcV)’ Woikeis in tmplovci s OmuiiHnJih !))<.ui.wc ,■ i‘hn 
h\ J/ufushy ,inc( tmploymoni 5i70 at him, l‘)7^) .md l‘)/l i d'onnnd 



All 


Uiif}kjvnienl Si/« of | mu 


firms 

1-24 

25 99 

\oium 

500 I 

All Industrios 





— 

1979 

19aj 

67.2 

67.2 

,)6.3 

30.7 

65.0 

65.4 

76.11 

75.2 

86.4 
85 4 

M<nmg 






1 sJ7‘J 

(9fii 

»9.y 

92 ^ 

K> 5 
56 i 

75 6 
in. 4 

09 0 

91 4 

65 i 
4V,7 

('on^trut tion 
[979 
i9/H 

57 f) 

55 1 

30 9 
39 7 

74 1 

70 2 

85 J 

71 2 

89 7 

90 5 

MnnuJacturing, Oif^blc 

1979 

\mu 

«9 (, 

1)9 6 

51.0 

59,2 

77.0 

70 6 

09 2 

90 3 

96 I 
97,2 

Manufacturing, Non-Pural>l(* 

[979 

in 6 
in 7 

49 9 
5f> 7 

60 J 

69 2 

02 1 

04 7 

95 9 

9! 7 

i lansportation, CnmiminKalions ^ 
f’u()lic Utilities 

1 979 

04 8 
06.6 

51 2 

50 0 

70 f 
70.4 

06 2 

85 U 

94.9 

95 4 

Whofesalo Irade 

1979 

19BJ 

75 4 

77 2 

55,6 

62,5 

ai 0 

81 2 

84 J 

01 7 

87 5 

91 2 

KcUid litKie 

1 979 

44.6 

4i 9 

20.2 

25 0 

51 ( 

4.5,1 

56.8 

52.9 

5<) 2 

61 1 

rfrianco, Insutonco «Kf Real ['state 

1979 

71 0 

70 0 

40 4 

49 1 

70.2 

72 2 

74 4 

79 9 

80.0 

90 3 

Mis{ (‘llaneoub Sei vices 






[ 979 
[9B3 

^2 7 

55 8 

32 4 

36 1 

56 0 

61 4 

69 I 

60 4 

76 3 

75,3 


[3nl.i i-xcitrcle Aj^riculluro. 


f-onimoKO, Biiieati of the Census, Ctmenl PopuhUon Survey 
May l<)7‘) and May (‘Jtl.l, »n|niblishcd data. 
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chapter 


Synopsis 


Introcluctton 


Women-Owned Business 


Like other sinall business owners, women enlrepreneiirsiire profiling 
from the fundamontnl long-term shift of eniployincnt toward the vSor- 
vice industries. Women arc strongly represented in this growing sec- 
tor, Combined, misceflaneous services, retail trade, find finance, 
insurance and real estate accounted for 91 percent of female-operat- 
ed sole proprietorships and 73 percent of all noiifarin sole proprietor- 
ships in 19«2, 

Women-owned businesses are the fastest growing segnienf of the 
small business population. From 1977 to 1982^ the number of femafe 
non farm sole proprietorships increased at an annual rate of 6.9 per- 
cent. AJi nonfarm sole proprietorships grew at an annual rate of i,7 
percent. Female-operated non farm sole proprietorships increased in 
share of firms from 22,6 percent In 1977 to 26.2 percent In 19B2. By 
19B4 there were 3 million female-operated nonfarni businesses in the 
United States, according to Small Business Administration estimates. 

From 1 977 to 1 9B2, the share of business receipts of female-operat- 
ed non farm sole proprietorships also increased mocfesfly from 7.B to 
9,6 percent. However, therr average receipts slFII lag those of all 
non farm sole proprietorships and the average net income of female- 
operated firms declined as a res lift of the recent recession. 

Through previous job experience and Increasing educational atfain- 
ment, wonien arc acquiring skills and knowledge tiiat can be translat- 
ed into entrepreneurship. They are entering mintraditlonaf indusirics 
for women: (he sectors with the highest growth rates are those to 
which women are new entrants, such as security brokerage, general 
building contracting, and legal services. 

Geographically, women-owned firms arc distributed In much the 
same pattern as other businesses. Women-owned firms in California, 
Texas, New York, Illinois, and Florida accounted for some 37 percent 
of both women-owned and total sole proprietorships. Finns operated 
by women tend to be better represented in areas of higli population, 
Income or employment, such as New York, Cailfornra,«'\iid the District 
of Columbia. 


Women-owned small businesses are in the mainsiroam 
of economic growth. Long-term social, economic, and 
technological changes have shifted U.S. indu.stiial em- 
ployment from a predominately agiicultural, mining, 

2H‘) 



and manufacturing base toward the sctvice '^octor This 
employment trend has favored the growth of many small 
firms that can readily respond to specialized demands. 
Entrepreneurial activity has expanded gieatly, ereating 
thousands of new and innovative small businesses and 
new|obs Women-owned businesses, too, are iidingthc 
wave of this trend, they are the fastest growing segment 
of the small business population 

Women in record numbers are starting new busi- 
nesses. In 1977, there were 22 female nonfarm sole pro- 
prietors foi every 1,000 women of business age (aged 10 
or over). By 1 982, there were 32 per 1 ,000 women 1 6 or 
over, up 45 peicent. In comparison, the total ntimbci ol 
nonfarm sole proprietors increased 21 peicent, front .12 
to 63 entrepreneurs per 1,000 persons aged 1 6 oi over 
(Table A6 12 and Chart 6 1).' The U S Smalt Business 
Administration (SBA) estimates that in 1984, the total 
number of women-owned nonfarm businesses, includ- 
ing corporations and paitnerships, reached 3 million 
firms (Table 6.1).’ 

What are the reasons for this rapid increase in women- 
owned businesses? Three factors have been particulady 
important. First, as wage-and-salaiy workers, women 
have acquired skills and experience that can be translat- 
ed into entrepreneurship. The female labor fotcc in- 
creased as a percent of the female population every year 
from 1972 (43.7 percent) to 1982 (52.1 percent) (Table 
A6. 13). Working in traditional occupations, women 
have gained skills which they are applying in business 
ventures from retail sates to data processing and health 
care. 

Women also are moving into a wide range of fratlition- 
ally male-dominated occupations, from construction to 
law. Between 1972 and 1982, the number of women 
increased in all but a few occupations as a percentage of 
total employment (Table A6. 1 4). They were employed as 
professional and technical workers, managers, and ad- 
ininistrators in areas with direct entrepreneurial poten- 
tial. They gained experience as computer specialists, 
lawyers, doctors, dentists, pharmacists, bank officials. 


'The ,ige range of sole proprietors is not known, but a usable proxy is 
the 1 980 age range of male and lemale self-employed |3ersons; 1 f> to 
90 years Thts information was derived trom unpublished hibulations 
of the 1980 Census of Population 1/1,000 sample, 

'Seethe apfiendix of this chapter for sources and techniques used to 
estimate women-owned businesses m the United Slates 
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chart 6.1 Nunibei of Female Sale Propftelor^ per f,00(J Persons ’ as a Pen ont ol 
Number of All Sole Propi letois per 1,000 Persons, / 9 ” / 9 / 982 



^The relevant population segment for tins tdi hie rii cl tide*! only those poisons o( age tor hiisincss 
activities 

Sources U S Department ot Commerce, Biareau ol the Census, JLsf//ihJ/os ot tfw PopuLin)/}, 
various years; and U.S Department of the Treasury, Internal Revenue Sei vice, SolcPtopiioior- 
ship Returns, 1977, t979“19H2 

and fic^ancial manaHcrs. While most of llio women in 
sales continued to be concentrated in low-wage retail 
sales jobs, the number in real estate, insurance, manu- 
facturing, sales, and finance and investment increased. 

In blue collar occupations, more females became 
work supervisors, painters, constiuction and mainte- 
nance workers, and printing craftworkets. They made 
substantial inroads in telephone installation and repair 
and worked as gas station attendants, butchers, woldeis, 
and bus and truck drivers. As women accumulated expe- 
rience 111 these fields, they liecame better prepaicd to 
operate their own businesses. 

A second factor opening new doors for women is tlieir 
achievement in higher education. Tlie National Science 
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Foundation recently examined the educational accom- 
plishments ot women since the early 197()s: 

Women accounted for moie than haff ot tlie new 
college freshmen m 1976 and more than halt o( the 
enrollment in higher education in 1979. From 1973 
to 1 983 they increased their share of doctor's de- 
grees from 18 to 34 percent. In 1983 they eained 
4,470 of 1 7,900 science and engineering doctorates 
awarded and the 1983 annual gam was one of the 
largest over the 10-year period. Approximately 83 
percent of their doctorates were in psychology 
(1,570 degrees), life sciences (1,360 degrees) and 
social sciences (790 degrees). Only 3 percent (125 
degrees) were in engineering However, the poten- 
tial for women in engineering has improved greatly. 
Full-time enrollment of women in undergraduate 
engineering increased from 34,000 in 1978 to 
64,600 in 1983 or by 90 percent.^ 

Educational achievement of women promises to improve 
their potential for business ownership and the quality of 
the activities they undertake. Through education, more 
women are positioning themselves for business opportu- 
nities in such expanding fields as aerospace, telecom- 
munications, electronics, and biomedical engineering. 
Educational accomplishments also improve their income 
potential. In 1 980, the average incomes of self-employed 
males and females with more than four years of college 
were 74 and 72 percent, respectively, highet than the 
average of all persons in each group (Table A6.15). Al- 
though the 1980 average income of females at all levels 
of educational attainment was still far less than the aver- 
age income of their male counterpaits, education is pro- 
viding one route to greater entrepreneurial opportunity. 

Perhaps the most important reason for the rapid rise of 
women's business ownership is the expanding role of 
small business in the Nation's economic growth, espe- 
cially in the service sector. The long-term fundamental 
shift of U.S. industrial employment from agriculture, 
mining, and manufacturing to the service sector has cre- 
ated an "entrepreneurial economy." The role of small 
businesses as innovators and job generators in the econo- 


^Nalionnl Science rounclalion. Science Resources Studies Highlights, 
Women and Non-U.S. Citizens Responsible tor tnerease in Piarhtt- 
tion of Science and Engineering Doctorates in 1983 (Washingion, 
D.C : National Science Foundation, Seplember 20, 1904), pp. 1 .int) 
3. 
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mv now IS recognized and well documented ' Small ei> 
terprises also have been the leading geneialors of new 
jobs in services, the fas(est-gi owing omployrm'iit sectoi 
Women are identifying with and parlicipalmg in this 
trend. In fact, most women-owned businesses are in the 
service sector 

The area of greatest potential for new jobs and entrc'- 
preneurial opportunities fiom 1<)82 to 1 is rn "rnisc el- 
laneous and other services." These industru.'s span an 
array of personal, business, amusement and lecrcM- 
tional, medical, and professional set vices and are acces- 
sible to women-owned businesses, fiy 
miscellaneous and other services are expected to ac- 
count for one-fourth of the total employment, with prin- 
cipal gams in business, professional, and mc'clical and 
health care services. The most new jobs will fie in busi- 
ness services, where increases ate expected fert pevson- 
nel supply, business consultants, janitorial and 
protective services, and computer and data jirocessing 
services ^ 

In Its broadest sense, the seivice sccloi includes not 
only the miscellaneous and other service industries but 
also the major industry divisions of Iranspoilation, etjm- 
munications, and public utilities; finance, insuiance, 
and real estate; and the retail and wholesale trades. Un- 
der this broader definition, the proportion ol small and 
women-owned businesses in service inclusliies is ewen 
greater 

Service sector industries, although vastly differ(;nt in 
many ways, are linked by common traits that lend them- 
selves to small and women-owned business ventures, 
Many of these industiics are doininaleci by chatacToiisli- 
cally labor-intensive, small-scale opoiations that iec|uiic' 
limited capitalization in fields that are relatively easy to 
enter Many utilize skills that women have traditionally 
acquired in other societal toles and occujjations-— in hu- 
man resource development, healthcare, education, con- 
sumer relations, and sales 

Recent technological advances and changes in life- 
styles are encouraging innovations in the doJivery of 
many diverse service s. Small firms are able to meet these? 

■'U.S Small Business Aclniinisiraiion, The Stole of Smoll litisuw-',. A 
Report of the President, (Washinfiton, DC US Cawernnicnt IVini- 
ingOdice, 1984), pp. 24-28. 

Valerie A Personick, "The Job Oiillook Through 199S liuluMry Out- 
put and Employment Projections," Monthiv Lohoi Review (Wnsliing- 
ton, D C.: U S Government Printing Office, Novemboi 1981), pp 

9 A ' ’ 
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specralized demands because they are more flexible than 
large hrms in deploying resources This flexibility en- 
ables entrepreneurs to introduce rapid change in service 
delivery through innovations in management and 
technology. 

Women have developed a particular niche in the new 
entrepreneurial economy. Many excel in the kinds of 
skills, knowledge, and experience needed in the bur- 
geoning service sector. They bnng unique perspectives 
to then work that can improve the quality of goods and 
the delivery ot services. Because they are new entrants to 
the marketplace, women are not tied to traditional 
modes of doing business. As small firms, women-owned 
businesses have the opportunity to be innovative and the 
flexibility to meet new challenges. 

Women business owners have moved into the entrepre- 
neurial mainstream. The latest view of women-owned or 
operated businesses emerges from the 1 982 snapshot of 
the Internal Revenue Service (IRS) female-operated non- 
farm sole proprietorships and the 1 984 SBA estimate of 
female-owned corporations, partnerships, and sole pro- 
prietorships.^ These data show that female-operated 
firms are almost as diverse in industrial representation as 
all nonfarm sole proprietorships and firms included in the 
SBA Small Business Data Base (SBDB). 

Women-owned businesses are strongly represented in 
the growing service sector. Combined, the miscella- 
neous and other services, retail trade; and finance, insur- 
ance, and real estate industries accounted for 91 percent 
of all female-operated and 73 percent of all IRS nonfarm 
sole proprietorships in 1982 (Chart 6.2). 

The SBDB does not include as many miscellaneous 
service and finance, insurance, and real estate firms as 
the IRS business universe (Table 6.2) ^ However, it sub- 
stantiates the growing participation of fennale-operated 


^There is no tottil count of female-operated businesses in the United 
States. The IRS has published data on female-operated sole propri- 
etorships for 1 977, 1 979, and 1 980 and prepared special tabulations 
for the SBA for 1981 and 1982 The SBA has estimated the total 
number of women-owned firms based on the IRS data and the Own- 
ership Characteristres Survey of firms in the Master Establishment List 
of the Small Business Data Base (SBDB) For a more detailed defini- 
tion of these separate data sources, seeTableh 1 and the appendix to 
this chapter. 

^The SBDB includes fewer part-time and Intermittent business activi- 
ties that often are associated with real estate and rniscellancous 
services 


295 



chart 6.2 Percent Distribution of All Nonfarm Sole Proprietorship^ and Female- 
Operated Non /arm Sole Propnertorships by Industry D/ws/on, / 932 


Industry Djvjsfon 
Services 

(Misc and other) 
Retail Trade 

Construction 


All Non farm 
Sole Proprietorships 


Female-Operated Nonfarm 
Sole Pfopnetorships 




Financejnsurance & Real Estate 


Transportation.Communrcations & 
Public Utilrties 

Agricultural Services, Forestry and Fishing 


Wholesale Trade 


Manufacturing 


4.5 L. 

[ 1.2 

2.9 [ 

i 

2.7 [ 

I 

2.5 [ 

1 

1.4 r 

1 0.6 


50 40 30 20 10 0 10 20 30 40 50 

Percent 

^Residual not allocable by industry. 

Source U.S Department of the Treasury, Internal Revenue Service, special tabulation Table 
gA, "Nonfarm Sole Proprietorships: Business Receipts and Net Income by Sex of Proprietor 
and Industry," 1982. 

businesses in nontraclitional industries such as agricultur- 
al services, mining, construction, manufacturing and 
transportation, communications, and public utilities. 


Growth in the 
Number of 
Woman-Owned 
Businesses 


Women-owned firms are increasing more rapidly than 
the small business sector as a whole. From 1 977 through 
1982, the latest year of IRS estimates, the number of 
female-operated nonfarm sole proprietorships rose from 
1.9 mtllion to 2.65 million. This gain represented an 
annual rate of increase of 6.9 percent over the five-year 
period (Tables A6 16 and A6.17}. 

Female-operated firms made strong gains in their share 
of total U.S. nonfarm sole proprietorships, from 22 6 
percent in 1 977 to 26.2 percent in 1982. Shares of fe- 
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Table 6.2 Number of Nonfdrm Enterpnseh tn the Snid/I /ius/ness DdLi Base 6v 
industry Division and Sex of Owner-Operator, 1 984 


Industry Division 

Total 

Thousands 

Male- 
r ema le 

Male- Female- Jointly 
Operated Operated Operated 

Percent ot Non (arm 

Inckistries 

Operated 
Female- As Percent 
Total Operated ot Industry 

All Nonfarm^ 

5,825 

3,961 

551 

1,313 

100.0 

100.0 

9,5 

Agricultural Services, 








Forestry, and 








r ibhmg 

171 

106 

2 

64 

2 9 

0 3 

1 0 

Mining 

28 

18 

5 

6 

0 5 

0 9 

18 2 

Construction 

648 

480 

19 

150 

11 1 

3 4 

2,9 

Manufacturing 

445 

359 

26 

60 

7 6 

4 8 

5 9 

Transportation, 








Communications & 







Public Utilities 

187 

111 

23 

54 

i 2 

4.2 

12.2 

Wholesale Trade 

545 

376 

35 

133 

9,4 

6 4 

6 5 

Retail Trade 

1,617 

1,017 

188 

412 

27 8 

34 1 

11 6 

Finance, Insurance & 








Real Estate 

529 

385 

30 

113 

9 1 

5.4 

5 7 

Services 

1,653 

1,109 

223 

321 

28 4 

40 5 

13.5 


^Totals do not include some eslablisliments that could not be cinssrfied by type of industry 
Note, estimates derived from a sample of the Small Business Data Base Master establishment 
List (MEL) of more than B.l establishment and enterprise records. The MEL is created by 
matching two commercially available sources, the Dun's Market Identilier file from Dun find 
Oradstreet with the Market Data Retrieval, Inc file, a "Yellow Pages" telephone listing 
Percentages derived from unrounded data. 

Source* Small Business Data Base, Ownership Characteristics Survey, 1984 


male-operated firms also increased between 1977 and 
1982 in all of the major industry divisions (Table 63). 

Share of For the five-year period 1 977 to 1 982, business receipts 

Business of female-operated nonfarm sole proprietorships in- 

ReceiiJts creased from $25 2 to $41.7 billion or at an average 

annual rate of increase of 10.6 percent (Table A6.18). 

Female-operated firms made modest improvements in 
their share of total business receipts, from 7.8 percent in 
1977 to 9 6 percent in 1982, a gain of 1 .8 percentage 
points (Table 6.4). The overall percentage point gain m 
numbers of firms was double that of receipts, however 
(Table 6.3). Within industry divisions, changes in the 
number of women-owned firms were not closely related 
to changes in their receipts; that is, increases in women- 
owned firms in an industry did not imply proportionate 
gains in sales 
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Table 6.3 Female-Operated Non farm Sole Propnetotshipb as a Percent of Totti! 
Non farm Sole Piopnetorships by Industry Division, 1977, 1979, 1980, and 1982 



Percent of Industry 
Division Tolt'^^ 

Change m Percentage 
Points 

Industry Division 

1977 

1979 

1900 

1082 

1977-^1982 

AIJ Nonfarm 

22.6 

25.1 

26,1 

26.2 

3.6 

Agricultural Services, Forestry and 

Fishing 

7.9 

9.4 

10 0 

14,3 

U 4 

Mining 

8 6 

n 3 

9 2 

1 f 2 

2 6 

Construction 

1 6 

1,9 

1 9 

2 9 

1 3 

Manufacturing 

11 4 

12 8 

18 0 

20 7 

93 

Transportation, Communications, 
Htectric, Gas and Sanitary Services 

b 1 

64 

6 3 

6 9 

08 

Wholesale 

8 9 

10 1 

10 3 

12 8 

3 9 

Retail 

31 9 

34.8 

36 7 

36 8 

49 

Finance, Insurance & Real Cstate 

25 2 

32 7 

33 8 

JI.7 

6 5 

Services 

28 4 

30 5 

31 2 

31 0 

2 6 

Not Allocable by Industry 

20.9 

22, y 

175 

18 3 

-2 6 


Sources U.S. Department of the Treasury, Internal Revenue Sei vjce, 19^7 Sole Proprietorship 
/?er(/rns (Washington, D C ' Government Printing Office, 19&1)/ Table 1 8; idem, 1979-1980 
So/e Prapr/etorsb/p/?ett/ms( Washington, D C : Government Printing Office, 1982), Table 13, 
and special tabulation Table 9A, "Nonfarm Sole Proprietorships: Business Receipts and Net 
Income by Sex of Proprietor and Industry/' 1982 

A number of factors affect this relationship. Many fe- 
male nonfarm sole proprietorships are very small busi- 
ness operations and do not generate proportional 
changes in business receipts as thetr numbers increase. 
An IRS study in ^ 980 found that 73 percent of the female- 
operated firms had gross receipts under $1 0,000 and 48 
percent were in a gross receipts ciass under $2,500. In 
comparison, 59 percent of all nonfarm sole proprietor- 
ships were in the under $10,000 category and 33 percent 
in the less than $2,500 class (Chart 6,3) ® The relatron- 


®Paui £ Grayson, "Male- and Female-Operated Nonfarni Proprietor' 
ships, Tax Year 1980," U S Department of the Treasury, Internal 
Revenue Service, SOI Bulletin {W^ishington, 0 C : U.S. Government 
Printing Office, Spring 19831, pp 35-39, hereafter, '^Nonfarm Propri- 
etorships " Sole proprietorships are the most numerous and represen- 
tative type of female-operated nonfarm businesses, but their receipts 
and net incomes may underestimate the averages for female-operated 
businesses. Generally, firms in the upper receipts and income size 
classes are corporations and partnerships. At this time, data on the 
financial characteristics of temale-operated concerns are not avnrl- 
able from the SBDB The last source of Ihfs information was the 
Bureau of the Census survey of Women-Oivnecl Businesses, 1977, 
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Table 6.4 Business Receipts of Female-Operated Nontarni Sole Proprietorships as a 
Percent ot Business Receipts of Total Non farm Sole Proprietorships by Incfuslty 
Division, 1977, 1979, 1980, and 1982 



Percent rtf Industry 
Division Total 

Change in Percentage 
points 

Industry Division 

1977 

1979 

1980 

1982 

1977-1982 

All Nonfarm 

7.0 

0.6 

8.8 

9.6 

1.8 

AgriculturnI Services, Forestry and 

Fishing 

2 9 

3 3 

3 6 

7 0 

4 1 

Mining 

5 6 

75 

5 3 

78 

2 2 

Construction 

09 

1.6 

1 4 

3.0 

2 1 

Manufacturing 

4 9 

6 0 

5 7 

10 7 

5 8 

Transportation, Communications, 
Electric, Gas and Sanitary Services 

4 6 

4 0 

3 5 

3 7 

-*0 9 

Wholesale 

4 1 

3 4 

49 

2 8 

-1 3 

Retail 

9 5 

10 6 

10 5 

10 9 

1 4 

Finance, Insurance & Real Estate 

11 7 

17.2 

169 

13 7 

2 0 

Services 

11.2 

12 1 

12,3 

13 3 

2.1 

Not Allocable by Industry 

13 0 

9 1 

5 2 

46 

~8 4 


Source US Departmentof the Treasuryjmernal Revenue Service, 1 977 Sole Proprietorship 
(Washington, DC.: Government Printing Of^lce, 1981), Table 1 .8, idem, 1979-1980 
Sole Proprietorship Returns (Washington, D C Government Printing Office, 1 982), Table 1 3, 
and special tabulation Table 9A, "Nonfarm Sole Proprietorships: Business Receipts and Net 
Income by Sex of Proprietor and Industry," 1982. 


ship between shares of firms and receipts is also affected 
by several other variables: the number of firms and 
amount of receipts already in industry sectors in 1977, 
new starts from 1977 to 1982, and differences in the 
impact of the 1980 and 1981-1902 recessions on various 
industries. 

Changes in Net Another measure of change in female-operated firms is 
fncome net income, as published in IRS sole proprietorship re- 

turns. Net income of female-operated businesses in- 
creased from $4.2 billion in 1977 to $5.2 billion in 1982, 
an annual rate of increase of 4.1 percent. 

From 1980 to 1982, the net income share of female- 
operated firms increased more slowly than their share of 
business receipts (Table 6.5). 

The reasons for this slower growth in net income share 
are speculative but undoubtedly are related to the impact 
of the recession on female-operated firms The recession 
halted growth in the income shares of these businesses 
from 1980 to 1982, as their shares of receipts continued 
to increase (Table 6.5). It also arrested the 1977—1979 
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Chart 6 3 Oi^tnbiition of All Noi)farm Sole Propiie(ot‘.ivp'> .tin/ fom.tli'-Oiivi.Urtt 
\,L<rm Sole Propnetoohip^ by Gro^s Receipts Sue ol Fnm, 
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100,000 and 
Oicf 
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Percent of Proprietorships by Cross Receipts See of Firm,19Q0 

Nonfarm Sole Proprietorships 
All □ Femafe-Operated 


U S IX-partmeni ot theTreasury, Internal Revenue Service, SOI Bulhtin, S|)riitB 


91) i, 


progress in the average net income of female-oporalf'd 
firms (Table 6 6). 

In 1980, thirty percent of the receipts of femnlo-operat- 
ed businesses were generated by the service industiy. by 
82, services accounted for 34 percent (Table A6. 18), 
(fie service industry also was not as adversely affeclecl by 


Table 6.5 Number, Business Receipts, nnd Nel Income ot FcnhiloOpctcitecf No/j- 
farm Sole Proprietoi ships as a Pet cent of Tolaf Nontarm Sole Piopnetorship^, / 97 P- 
1982 


Port cnldi'o 


Percent ot Total 


F^jinl Change 

1977 1979 1980 

1982 

1977- 1980- 

1982 1982 


Number ol firms 

22.6 

25 1 

26 1 

26 2 

3 6 

0 1 

Business Receipts 

7.8 

0 6 

0 8 

9 6 

1 8 

0 8 

Net Income 

8,6 

10 3 

10 1 

10 2 

1 6 

0 1 


Sources Derived (rom U S Department ot the Treasury, Internal Revenue Service, 1977 Sole 
Propnelorshtp Returns (Washington, D C Governniont Printing Office, I9B1), Table 1 8, 
idenh J 979-1980 Sole Proprietorship Returns (Washington, D .C Government Printing Of- 
fice, 1 yB2), Table 13, and special tabulation Table 9A, “Nontarm Sole Proprietorships Busi- 
ness Receipts and Net Income by Sex of Proprietor and Industry," 1982. 


Table 6.6 Changes m Average Net Income of Female-Operated, MaJe-Opeutted 
and All Non farm Sole Propiietorships, 1977, 1979, 1980, and 1982 



Average Net Income 

Female- 

Operated 

Two-Year Percent Change 


(Dollars) 

as Percent 


All Male- Female- 

of Male- 

All Male- Female- 

Year 

Nonfarm’ Operated Operated 

Operated 

Nonfarm Operated Operated 


1982 

5,005 

6,330 

1,956 

30.9 

-114’ 

-11.3' 

-11.1' 

1980 

5,647 

7,139 

2,200 

30 8 

— 

— 

— 

1979 

6,050 

7,519 

2,475 

32 9 

*+• 3.0 

+ 43 

+ 111 

1977 

5,876 

7,208 

2,228 

30 9 

— 

— 

— 


’The relationship of these declines is not caused by modifications in the classihcation of sole 
proprietorships by the Internal Revenue Service in 1982, 


Sources Derived from U S Department of the Treasury, Internal Revenue Service, 1977 Sole 
Proprietorship Returns (Washington, D C Government Printing Office, 1981), Tabte 1 8; 
idem, 1 979-1980 Sole Propnetorship Returns (Washington, D C Government Printing Of- 
fice, 1982), Table 13, and special tabulation Table 9A, "Nonfarm Sole Proprietorships. Busi- 
ness Receipts and Net Income by Sex of Proprietor and Industry," 1982 


the recession as construction, manufacturing, and other 
industry sectors. The relative strength of the service in- 
dustry would have sustained receipts of female-operated 
firms However, other costs of operation that could not 
be fully passed through to consumers may have in- 
creased and affected the net income shares of female- 
operated firms. 


30l 



Table 6.7 Number of Femaie-Operdted Non farm Solo Proprietorships m 68 
Industry Classifications by Industry Division and Annual Rate of Growth or Decline, 
J 9 77-- 1 982 





Annual Rates of Cirowth or Decline 

Industry Division 

Total 

Less 

Than 

0 

0-9 9 

100-199 

20 0-29 9 

JO 0 .ind 
Over 

All Non farm 

68 

7 

28 

t7 

12 

4 

Retail Trade 

25 

4 

15 

5 

1 

0 

Services 

22 

3 

8 

6 

4 

1 

Finance, Insurance & 

Real Estate 

6 

0 

2 

0 

3 

1 

Manufacturing 

4 

0 

0 

2 

2 

0 

Wholesale Trade 

4 

0 

2 

0 

2 

Q 

Agricultural Services, Forestry 
and Fishing 

3 

0 

0 

2 

0 

I 

Construction 

2 

0 

0 

1 

D 

1 

Transportation, Communica- 
tions & Public Utilities 

2 

0 

1 

1 

0 

0 


Note- Anniraf rates of growth or decirne were computed for the most detailed level of (he 
Statistics of Income classification system for which industry estimates were statistically reJi- 
ible. As appropriate, the industry groupings were at 2-dfgit, 3'digfl or 4-digil classification 
evels of the Standard Industrial Classificatton Manual as modified by the Internal Revenue 
Service to fit tax return information 

Sources: Derived from U S Department of the Treasury, Internal Revenue Service, 1977 Sole 
Proprietorship Returns (Washington, D,C/ Government Printing Office, Table 1 8, 

idem, special tabulation Table 9A, "Nonfarm Sole Proprietorships. Business Receipts and Net 
Income by Sex of Proprietor and Industry," 1982 

There are no appropriate data to study the effect of 
changes in the business cycle on sole proprietorships or 
the nonmanufacluring sector of the economy Smaller 
manufacturers, however, often show deeper declines m 
profits during recession years than larger firms."^ 
Female-operated firms usually are smaller than other 
sole proprietorships, and a larger percentage of them are 
located in homes, which suggests that many are part- 
time operations.'® Because of this, small female-operated 
nonfarm sole proprietorships also may have been at a 
competitive disadvantage in obtaining credit. These 
small firms would have felt the impact of high interest 
rates as they met short-term financial requirements. 

^Meir Taman, ”Tbe Effect of Changes in the Business Cycle on Small 
Firms," an unpublished study conducted for the Small Business Ad- 
ministration, 1981 

'^Grayson, "Nonfarm Proprietorships." 
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Growth of 
Women-Owned 
Businesses In 
Specific 
Industries 


The picture of 1977-1982 growth and decline in the 
shares of female-operaled sole proprietorships and re- 
ceipts indicates that women are moving into nontradi- 
tional ventures while continuing enter traditional 
services (Tables A6 1 7 and A6. 1 9). Services was the only 
industry division ot tiaditional women-owned business 
activity with above-average growth rates from 1977 to 
1982 Here the magnitude of increase in firms and re- 
ceipts produced high gains for both female-operated and 
all nonfarm sole proprietorships 

While many businesses operated by women entrepre- 
neurs are in traditionally female-dominated occupations, 
women arc also broadening their participation in nontra- 
ditional fields From 1977 to 1982, (he highest annua! 
growth rates of female-operated businesses occurred in 
nontraditional, limited areas of women's business own- 
ership where a small degree of change generated large 
percentage changes in numbers of firms and business 
receipts. These industries included agricultural services, 
forestry, and fishing; mining; construction; and manu- 
facturing. In these major industry divisions, the growth 
rate of female-operated businesses exceeded the growth 
rate of the industry as a whole 

To determine the importance of the 1 977-1 982 growth 
in female-operated firms, tests were made to determine 
whether changes in the number of firms were statistically 
significant. The tests showed that increases were signifi- 
cant for all major industry divisions except wholesale 
trade and transportation, communications, and public 
utilities." 

Sixty-eight industry sub-categories were then classified 
by annual rates of growth or decline in womcn-owned 
firms between 1977 and 1982. Half had growth rates 
over 9 8 percent. The low and high values of change 
were -18.5 to 78,3 percent. Forty-seven of the 60 in- 
dustries (69 percent) were in retail trade or services, but 
the patterns of change m the two categories were differ- 
ent, More of the service industries showed high growth 
rates, while most of the retail trade industries grew slowly 
or declined (Table 6.7). 

Industries that grew 10 percent or more annually and 
registered statistically significant change in numbers in- 
cluded areas of projected employment growth, such as 
business, professional and health services, construction, 


^ change was considered to be significant if there were fewer than 5 
chances in 100 that it could have occurred because of sampling 
fluctuations alone. 
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More and Signilicant Change, )9// i->o^ 


Type Busfnes^ 


Business Services 

Management and Pubirc Relalinns 
Services to Buildings 

Medical and HeaKh Services 
Miscellaneous Medical and Health Service? 

Nursing and Personal Care Facilities 

Professional Services 
Legal Services 

Accounting, Auditing, and Bookkeeping 

Flnarrce, Insurance and Rea) Estate 
Security Brokers and Dealers 

Commodity Contract Brokers and Exchange Services 
Insurance Agents, Brokers and Services 


Annual Kates of Gnivvili 
<Percon() 


IZ. \ 
l«J 

12 0 
17 ^1 

17 \ 
I'? 'S 

7fi J 
1 \ <) 
21 0 


Manufacturing 

Apparel and Other Textile Production 
Consifuclion 

General Building Contractors 


Agricultural Services 

Animal Sen'ices Except Livestock 

Note Z value was significant outside the range of — 1 96 to + 1 96or ,05 level of siRndicamo, 

I e , there were less than 5 chances in tOO that the change in the niimbor of lirnis cotiltl have 
occurred because of sampling fluctuations alone 

Sources Derived (or U S Department of the Treasury, Internal Revenue Service, / ^77 Soft' 
fVoprreforsh/p ffe/orns (Washington, D.C : Covernrnent Printing Office, f'JBl), Tattle 1 !1, 
idem, special tabulation, Table 9A, "Nonfarm Sole Proprtelofshijjs Business Receipts and N<‘l 
Income bv Sex of Proprietor and Incfusiry," 1982 


and finance, insurance and real estate (Table 6.0). Exam* 
pies of female-operated businesses with annual growlh 
rates of 10 percent or more that showed substantial but 
not significant change from 1977 to 1982 w'Oie land- 
scape and horticultural services; painting, paper hanging 
and decorating; printing and publishing; passenger trans- 
portation arrangement, lessors other than buildings; en- 
gineering and architectural services; livestock breeding; 
equipment rental and leasing; and computer and data 
processing 

Female-operated businesses with 1977-1982 annual 
growth rates under 10 percent and without significant 
change in numbers represented a wide sampling of in- 
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dustries. local and long dtsfancc tn.t<-king, dirc'ct st'lling 
organizations; real estate agents and rnanageis, produc- 
ers, orcliestras and recreational seivices, oflises ot fihysi- 
cians; auto repair services; and educational seivices 
Mail order houses and miscellaneous wliolesaleng activi- 
ties were in the less-than-l O-perconl growth categoiy but 
registered significant change. 

Declining areas of women's business ownorsinp repre- 
sented industries affected principally by recent economic 
conditions, such as family clothing stores; jewelry stores; 
gifts, novelty and souvenii shops; motels and tourists 
courts, and grocery stores. 

Geographic Female-operated firms are distributed geograpincally in 

Distribution of much the same pattern as olhei businesses (Tabic 

Female-Operated A6.20) California, Texas, New York, Illinois, and Flor- 
ida accounted for approximately 37 percent of the U.S 
total of female-operated and all nonfarm sole proprietor- 
ships in 1982. The geographic distributions of the two 
groups for the remainder of the states also wore similar. 

The stale distributions of business receipts for female- 
operated firms did not follow the overall pattern as close- 
ly, but there was still a high degree of geographic 
similarity (Table A6. 21). Again, California far outranked 
any other state in percentage of small business receipts 
and also accounted for a slightly higher potcentage of the 
receipts of female-operated firms than of all nonfarni 
proprietorships. The reverse prevailed in Texas, the sec- 
ond-ranking state in percentage of business receipts. 
There, the ratio of female-operated receipts was less than 
the Texas percentage for all nonfarm sole 
proprietotships. 

More telling differences appear when the distribution 
of female-operated and all sole proprietorships is exam 
ined statc-by-state. Female-operated firms tend to be bet 
ter represented in areas of high population, income, oi 
employment, such as California, the District of Colum- 
bia, and New York. They are not as well represented in 
sparsely populated and rural areas, such as Alaska, Ida- 
ho, and Wyoming. The ratio of female-operated busi- 
nesses also is affected by low or high concentrations of 
businesses in which women do not participate actively, 
such as rrianufacturing and mining. In locations such as 
the District of Columbia, the presence of large numbers 
of women with professional backgrounds and wage-and 
salary experience, which can be translated into manage 
menl and business talent, may have a positive impact oi 
the representation of female-operated businesses. 



Chart 6.4 Percent ol 
Stiites, 


NonU-irm Sofa Proprtetotship^ Opctalcci h\ Within 



M 35% and Over 


Note The state dfslribution of female-operated firms published in the Sttite ot Snutfl ffusr/trss, 
1984 included farms 

Source U S. Department ot the Treasury, Internal Revenue Survue, sf)ecMl l.iliululion lahle 
K-3, “Nonlarm Sole Proprietorship Businesses Business Receipts tind Net Incottie l>v Sex ot 
Proprietor, Major Industry, and State," 1982 


Within states, the shares ot femalc-ocioiaK.ul (inns 
ranged from 1 6.8 percent in Tt'nnossoe 1045.9 percent m 
the District of Columbia, with a U.S. average of 26.2 
percent (Chart 6.4). In 25 slates, 25 to 29.9 percent of (he 
nonfarm sole proprietorships woto femalo-opeiatefi. In 
the District ot Columbia and seven states, foniale-operal- 
ed firms represented 30 percent or more of all tlie non- 
farm sole proprietorships. I3y rank, beginning with the 
highest percentage, these areas weic the District o( Co- 
lumbia, Delaware, Washington, Nevada, Missouri, 
Georgia, Indiana, and New Mexico. In the District of 
Columbia and Delaware, the principal areas of female- 
operated business were services and finance, insurance 
and real estate. In the other five states, the largest con- 
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chart 6.5 Female-OpercUed Nonhiini Sole Propnc(or‘^hif}s js .j PotcoiU of All 
Nontatm Solo Propnetori>hips, 1 and ramale-OpoiaiccI / ///?!*> J!. ti Percent at All 

Firms, 1984 


U.S. Total 

Region I 
Region II 
Region III 
Region IV 
Region V 
Region VI 
Region VII 
Region VIII 
Region IX 
Region X 



Female-Operated Nonfarm Sole Proprietorships Female-Operated Firms 

IRS Data Series Small Business 

Data Base 


Note: The percentages of all nonfiirm sole proprietorships operated by females in 19G2 were 
calculated using IRS data series for 1902 The percentages of all firms operated by females in 
1984 were calculated using data from the Small Business Data Base for 1904 
Source* Small Business Data Base, Ownership Characteristics Survey, 1904, and the U,S. 
Department of the Treasury, Internal Revenue Service, special tabulation Table 9A, 1982, 
unpublished data. 
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Table 6.1 1 Department of Defense Pnme Contract Acuons Over $ i 0,00(^ to Smatl 
Pusjness and Women^Owned Business^ FY 1 9Q2-FY 1 983 



OOD Contract Actions 
over $10,000 
(Thousands of Dofiarsj 

Share o) DOD 
Actions (Percent) 

Percent C lianf^e 


FY 1982 FY 198J 

FY 1982 

rYi9a3 ] 

f-y 1982 to lY 19tn 

Toldl 

121,232,448 123,300,980 

too.o 

100,0 

1.7 

Snitill Business 

Actionb 

Women -Owned 
Busjnei>s 

18,267,432 16,372,026 

15 I 

13 3 

- lO 4 

Act ran 5 

332. 974 375,837 

03 

0 3 

12.9 


Source Federnl Procurement Data Center, Special Report 1226A, July 2*5, 1^J«4 


business share — 0.3 percent of total agency awards in 
both FYs 1982 and 1983 — represented a dollar increase 
or almost 13 percent (Table 6.1 1). The other eight 
pal sources of federal prime contract awards to womon- 
owned businesses — by 1983 rank of importance — wore 
the Departments of Transportation and Agriculture, the 
Veterans Administration, (he Departments of Hoailh and 
Human Services and Interior, the National AoJonaulics 
and Space Administration, the Department ot Labor, and 
the General Services Administration. 


Pnme Contract 
AetJons of 
StOmO jnrf 
Oit?r b> Stale 


In FYs 1982 and 1983, women-owned businesses fn 
received prime contracts lo^.^fin^> 

(Tab/e A6.25) C^ombined, dollar awards to California, 

offhSv1'q??'w ?C represented 56 percent 

CaSa w rf 1983 total ofawards. 

ness receints* ^ proprtetorships and Ihisi- 

ness receipts, also were the top-ranking reciDionIs of 

prime contract actions over $TO,000 awarded ?o wom- 
en _owned businesses. California received 10 pe^S i 
and Texas, 6 percent In Fv lom fU pereem 

second and third, respectivlly, to New Vor^' 


) 



Conclui>ion 


sional women in the Washington, D C metropolitan 
area. 

The recent history of women-owned business is a record 
of growth and change. Long-term social, economic, and 
technological shifts have caused a fundamental change 
in employment from predominantly large manufacturing 
industiies to service-oriented industries Small busi- 
nesses are the leading job generators in this new entre- 
preneurial economy, and women entrepreneurs are well 
positioned to capitalize on the trend. Many women have 
life and work experiences that are well adapted to the 
service orientation of the marketplace Others are 
achieving higher levels of education in fields such as 
engineering, and are sharpening skills needed to open 
businesses in highly technical and nontraditional 
industries. 

Women are opening businesses in record numbers. 
Sole proprietorships, partnerships, and corporations 
owned by women reached the 3 million mark in 1984. 
Employment in women-owned businesses grew particu- 
larly in the service, retail trade and finance, insurance 
and real estate industries. Women's entrepreneurship 
has increased significantly in a number of nontraditional 
industries, such as construction, building services, legal 
services, and securities brokers and dealers 

There is considerable room for growth. Many women- 
owned firms are very small and their receipts have not 
kept pace with the increasing number of firms. The 1980- 
1982 recession took a toll on recent gains made by wom- 
en-owned firms in receipts and net income The current 
economic expansion should help to improve this 
situation. 

Women in business are riding a wave of opportunity. 
Their experience and education are preparing them more 
than ever for entrepreneurship. Their newness to busi- 
ness will increase their ability to innovate in bringing 
products and services to the marketplace. Like other 
small firms, women-owned businesses are well adapted 
to the new entrepreneurial economy. 
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of the tottil number of women-owned nonfarm busi- 
nesses in the United States based on the last estimate of 
the IRS for female-opeiated nonfarm sole proprietorships 
and data derived from an Ownership Characteris- 
tics Survey ot firms in the Master Establishment List (MEL) 
of the Small Business Data Base (SBDB) As the SBDB 
does not include numerous part-time and mtcimittent 
business activities that are represented m the IRS sole 
proprietorship data, the SBA survey underestimates the 
total number of sole proprietorships in the United States. 
A description ot MEL is given in Appendix D of this 
publication. 

The definitions of women-owned businesses used by 
the SBA and female-operated businesses of IRS aie differ- 
ent. In the SBA Ownership Characteristics Survey, a busi- 
ness was classified as women-owned if 5 1 percent or 
more of the firm was owned by women. 

The procedure used by the IRS for classifying a busi- 
ness as a female-operated firm is as follows: the gender of 
the proprietor is inferred by the U.S Department of the 
Treasury, Internal Revenue Service, from the name of the 
proprietor on Schedule C (Form 1040), Profit or (Loss) 
from Business or Profession. 

If the gender cannot bo determined readily from 
Schedule C, the name and occupation boxes on page 1 
of Form 1040 provide sources to make a determination. 
In addition. Schedule SE (Fotm 1040), Computation of 
Social Security Tax, which provides the name of the self- 
employed person, is reviewed to help make the dotciini- 
nation. In those cases where there are two Schedule SEs 
filed — one for the wife and one for the husband, which is 
an indication of dual management and control ol the 
business — the business is classified as male and female 
jointly operated. 

In cases where there is only Schedule SE filed, the 
relationship between data on the Schedule SE and the 
Schedule C is used to determine whether the business 
should be classified as male-operated or femalo-oporat- 
ed. The 1982 industry tabulations foi solo pioprietor- 
ships including female-operated firms, are not entirely 
comparable with data for previous years although stale 
detail is. In 1982 multiple schedules attached to a single 
tax return were classified into the one industiial activity 
that predominated. This procedure tended to bias the 
1982 estimate of female-operated firms upward in areas 
of their dominance and downward in areas of domi- 
nance by male-operated firms. 
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fyn. ( IV. uf an / lji,C f 


Sole Piopriolois 

Rosidenl Pfipul.Hion Per l,(KK) Peisons of 
Sole FYopriekJi ships nl Lntieproneurial A^e Lnlrepieneuiinl Age 
( rhousaruls) (rhousamls) (Number) 


I eniale- 


Year 

Tol.tl 

Ofieiated 

Total 

1 emalc' 

Total 

female 

1982 

11,170’ 

2,942’ 

I7(>,7SS 

92,258 

65 

32 

1981 

10,S4S 

2,780 

174,496 

91,092 

60 

31 

1 980 

9,7 50 

2,S5S 

171, 9S4 

89,794 

57 

28 

1979 

9,544 

2, 54 1 

U)8,9S5 

88,2 58 

55 

27 

1978 

8,908 

NA 

1 6^,9 52 

86,659 

54 

— 

1977 

8,414 

1,901 

162,898 

85,056 

52 

22 


Note’ NA ” Not Available, 

’The [lumber of sole prof )rieloi ships in this table exceeds the nurnbei lor 1982 in industry 
tallies of the text. 1 he Internal Revenue Servic e used a count of tax leturns rather than liusiness 
activities for the industry detail to improve estimates ot business receipts and net income of 
sole proprietors hips. 

Source: U,S. Department of Commerce^ bureau of the Census, Prcltniintiry C^tumUcs oi the 
l\)puliition of the United AVafes by Af^e, Sox tWd /?<Ke* 1970 to 1981 (Washington, D C/ 
Government Printing Offices 1^)82), Table 2; idem, fspma/es of the f^opubtion of the United 
Sh}te*> byApo, Sox iind R,u(\ f 980 to /9/i:l (Washington, P.C.. Government Printing Ottice, 
1984), liible 2; and Li.S. f^eparlment of the Treasury, Internal Revenue Service, 1977 Solo 
Oropriotoiship f^ctuin^ (Washington, D.C Government Pnnling Office, 1981), Tabfe l.fi, 
idem, 1979-1980 Solo Piupnotoidiip Returns (Washington, D C,’ Government Printing Of- 
fic e, 1 982), ’I able 1 i; spec ial labulalton lablc K- t, "Nonfaim Sole Propnetorship Busi nesses : 
Business Reccupls and Net Income by Sex of Proprietor, Major Industry and by Slate, Tax Year 
1981"; and idem, "lax Year 1982 " 


Tabic A6*1T I'onulo CMliiin Ubot Fotcc 16 Yocm cincl Ovei as a Pcvcon/ of the 
Tottil Ivmtilo PopuLuion, 1972-1982 

Year 

Perc ent 

Year 

Percent 

1972 

4 5 7 

1978 

49 2 

1975 

44.2 

1979 

50 8 

1974 

45. 5 

1980 

51.1 

(975 

46.0 

1981 

52.0 

f97(> 

46.8 

1982 

52 1 

1977 

48.0 




Sourc c'- U S. Dopartrncinl of Commerce, Bureau of tlie Census, StutNivnl Ahstrtict of the 
United StMos, (Washington, D C ’ Government Punting Office, 1985), Table No. 685, 
p. 4K5 


Occupation, 1 97 2 and 1982 


Ocrupation 

1972 

Total 

Employed 

(Thousands) 

Percent 

Female 

191(2 

Total 

Employed 

(Thousands) 

Pei cent 
Ten 1 ale 

Total 

82,153 

38.0 

99,526 

43.5 

Professional, Technical, and Kindred Workers^ 

11,538 

39.3 

16,951 

45.1 

Accountants 

720 

21.7 

1,193 

38 6 

Computer Specialists 

276 

16 8 

751 

28,5 

Engineers^ 

1,1 11 

8 

1,574 

5.7 

CMI 

156 

.6 

199 

2 5 

Electrical and Electronic 

289 

.7 

404 

4.0 

Industnal 

171 

2 4 

260 

14 2 

Mechanical 

192 

— 

240 

2 9 

Lawyers and Judges 

322 

3.8 

630 

15 4 

Librarians, Arcfiivists, and Curators 

158 

81.6 

207 

80 7 

Life and Physical Scientists 

232 

10.0 

320 

20.6 

Personnel and Labor Relations Workers 

312 

31 0 

42 3 

49 6 

Physicians, Dentists, and Related Practitioners'' 

630 

9.3 

069 

14 6 

Dentists 

108 

1 9 

121 

3 3 

PJiarmacists 

127 

12 7 

168 

23 8 

Physicians, Medical and Osteopathic 

332 

10.1 

486 

14.8 

Registered Nurses, Dietitians, and Therapists 

956 

92 6 

1,736 

91 8 

Registered Nurses 

807 

97.6 

1,415 

95 6 

Therapists 

117 

59.1 

252 

70.6 

Health Technologists and Technicians 

319 

69,5 

657 

72,9 

Religious Workers 

293 

H.O 

347 

13 8 

Social Scientists 

143 

21 3 

345 

38 0 

Social anti Recreation Workers 

356 

55 1 

496 

65 5 

Teachers, College and University 

464 

20.0 

601 

35.4 

Teachers, Except College and University' 

2,852 

70.0 

3,266 

70 7 

Elementary 

1,256 

05 1 

1,434 

82 4 

Pre- kindergarten and Kindergarten 

189 

96.0 

271 

98.5 

Secondary 

1,118 

49.6 

1,231 

51.9 

Engineering and Science Technicians' 

835 

9 1 

1,114 

18 3 

Draftors 

288 

6 3 

304 

18 4 

Llectritai and Electronic Engineering 

Techniefans 

166 

5 5 

314 

12 4 

Technicians, Except Health, Engineering, and 

Science 

153 

11.2 

214 

22.9 

Vocational and Educational Counselors 

134 

50.0 

164 

51.8 

Writers, Artists, and Enteitainers 

903 

31.7 

1,399 

42 9 
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( )( ( upalion 

vm 

1 otal Pore enl 

l-inploy<‘(l 1 iMTiale 
( 1 Itou sands) 

1982 

1 u(al Percent 

Tinployed female 
(Thousands) 

and Administrators, I-\<t?pt Farm* 


17.6 

11,493 

28.0 

Hank Oflicors an<l ( iham iai Miinaj'ns 

4 it) 

19 0 

731 

37.1 

Hiiyors, Wliok’Siik’ and R(‘lail lr<Kk’ 

l(>2 

12 9 

195 

43 1 

1 Itsillli A(kriimsliiUi)fs 

ns 

46 6 

228 

50 9 

M.ithigofs and Snpnnnlc'iKk'nts, Huildtng 

Ii7 

42 6 

183 

52 5 

Offkuds and Adfninisliators, I’uhlu 





Adfninisiralion, n.(\< . 

111 

20 4 

430 

29 3 

Iktr< basing Ag(‘nts and Huyt'is, n o c 

166 

21 2 

474 

35.7 

Roslauranl, C ak'leria, and Har Managers 

49 a 

32 4 

768 

40 6 

S.iles Managois 

^74 

15 7 

725 

25 9 

S< bool A{kniinstralors 

10*1 

26,0 

423 

36.2 

Sales Workers^ 

5,3«3 

41.6 

6,580 

45.4 

InsiiraiKO AgdUs, Hiokors, and Undeiwiiters 

44.1 

11.6 

645 

26 2 

k(Ml 1 stale Agents and Brokers 

1'12 

36,7 

534 

50 2 

Sto(k and Bond Saks AgerUs 

102 

9.9 

197 

19 8 

Sides kepiesenlalivts, Maiuifat lining Induslrits 

401 

6.8 

CO 

21.4 

Saks Kt'prtseiUittivi's, Whoksale Trade 

700 

4 7 

1,020 

13.9 

Saks ( leiks, Retail (rade 

2,359 

68.9 

2,447 

70.0 

Salesworlu'js, Ixiept ( links, Retail liade 

432 

13 0 

522 

19 2 

Sidisworkeis, Seivices and ConstiiKtion 

137 

29 4 

268 

42 5 

Clerk al and Kindred Workers^ 

14,329 

75.6 

10,446 

80.7 

liank lellers 

290 

87.5 

561 

92.0 

HookkeofK'rs 

1,592 

87 9 

1,968 

91 8 

C ashlers 

998 

86,6 

1,683 

86 8 

C'ounli'r ( links, 1 x( ('pt 1 nod 

331 

73 9 

373 

76 4 

1 slimatois and hwesiigators, n.o.c , 

350 

43 4 

570 

58.4 

Insurant e AdtusUns, 1 xainincrs, and Invesligators 

109 

34 3 

200 

56 5 

C )f[i( e MfU lani' ( )peralors* 

679 

71 4 

1,107 

74 6 

< onipuU‘r and Peripheral Iquipmenl 





Opi'ralins 

199 

37 a 

588 

63 3 

Key Punt ft Operators 

284 

89.8 

364 

94 5 

Reteptionisls 

439 

97 0 

672 

97 5 

SiM ri^tanes 

2,964 

99.1 

3,847 

99 2 

Shipping artd Receiving ('k»rks 

453 

14.9 

499 

24 8 

Statistic al C k'rks 

301 

70 9 

365 

81 6 

Stock ( k*rks and Storekec'pers 

513 

22,9 

497 

36 8 

Ii'lephoni’ 0|)erators 

394 

96 7 

283 

91 9 

1 ypists 

1,025 

96.1 

942 

96 6 
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1972 

Tola! 

Employed 

Occupation (Thousands) 

Percent 

Fenicilc 

1982 

Total Percent 

Employed Tern ale 
(Thousands) 

Craft and Kindred Workers^ 

10,867 

3.6 

12,272 

7.0 

Carpenters 

1,052 

.5 

1,082 

1 7 

Bnckmasons and Stonemasons 

I7() 

— 

145 

7 

Electricians 

498 

.6 

628 

1.6 

Excavating, Grading, and Road Machine 





Operators 

428 

— 

399 

1 3 

Painters, Construction ar^d Maintenance 

4^0 

1.9 

473 

5 5 

plumbers and Pipe Fitters 

391 


482 

.8 

Blue-collar Worker Supervisors, n e c 

1,419 

69 

i,fin8 

12.1 

Machinists and lobsetteis 

473 

.6 

589 

3.1 

Metalcraft Workers^ 

625 

1.9 

579 

3.8 

Mechanics, Automobile 

1,040 

5 

1,236 

1.0 

Mechanics, Except Automobile' 

1,746 

1 0 

2,122 

2.6 

Air Conditioning, Healing, and Refrigeration 

175 

— 

217 

— 

Aircraft 

124 

— 

130 

3.8 

Heavy Equipment Including Diesel 

719 

7 

9<I6 

1.5 

Printing Craftworkers' 

398 

14 9 

4'>4 

28.2 

Compositors and Typesetters 

171 

17 1 

192 

38,0 

Printing Press Operators 

142 

4 9 

183 

12.6 

Bakers 

115 

28 9 

157 

47.8 

Crane, Derrick, and Hoist Opeiators 

150 

1.3 

120 

8 

Electric Power Line and Cable Operators 

102 

— 

MO 

.9 

Stationary Engineers 

191 

1 1 

193 

2.1 

Telephone installers and Repairs 

312 

1.9 

304 

10 9 

Operatives, Except Transport^ 

10,388 

38.6 

9,429 

40.7 

Assemblers 

1,022 

46 8 

1,087 

53.8 

Checkers, Examiners, and Inspectors, 





Manufacturing 

688 

48.5 

729 

53 9 

Garage Woikers and Gas Station Attendants 

504 

4.6 

320 

5.3 

Laundry and Dry Cleaning Operatives, n.e c 

166 

69 7 

188 

66.5 

Meat Cutters and Butchers, Except Manufacturing 

202 

3 5 

183 

6 6 

Mine Operatives 

144 

.7 

222 

1 4 

Packers and Wrappers, exc Meat and Produce 

649 

61,1 

582 

60 8 

Painters Manufactured Articles 

179 

14.6 

139 

15 8 

Precision Machine Operatives 

390 

10.0 

275 

12 4 

Sewers and Stitchers 

942 

95.8 

735 

95.4 

Textile Operatives 

426 

55.2 

270 

63 0 

Welders and Flame Cutters 

558 

3 6 

602 

4 8 

Transport Equipment Operatives' 

3,223 

4.2 

3,377 

8.9 

Bus Drivers 

253 

34.1 

354 

46 6 

Delivery and Route Workers 

895 

2.5 

574 

9.6 

Taxicab Drivers and Chauffeurs 

167 

9 0 

152 

9.9 

Truck Drivers 

1,449 

.6 

1,841 

2 1 


( )( ( iipalion 

total 

1 m ployed 
(llujusands) 

Pen enl 

1 eiiiale 

lotal 

1 mployed 
(fhousands) 

IVru'iil 

I'emnle 

laluirersy Fx<epl Farm’ 

4,242 

6.0 

4,510 

11.7 

( onsUiH iKJii 1 iihoroK, Int liKlmj* ( arponU'rs' 

1 h4[>ois 

94B 

5 

786 

1 2 

1 n' 9 »ht and Material t latuKofs 

7()^> 

5.9 

696 

9.8 

Ciatdenois and (jioundskoepojs, lx((‘pt 1 arm 

'54B 

2.2 

722 

5 0 

Stoc khamihns 

7Zi\ 

16.9 

972 

24 5 

1 iirniers and 1 arm Managers 

1,690 

5,9 

1,452 

11.0 

Farm laliorers and Supervisors’ 

1,306 

32.1 

1,271 

24.1 

[aim laboK'rs, Wa^e Woikois 

892 

15.1 

987 

15.4 

(arm 1 ahori’is, Unpaid 1 aniily Workois 

AVy 

66.8 

244 

61.9 

Service Workers, fxcepl Private FHoiiseliold 

9,504 

57.0 

12,694 

59.0 

( l(Mninp SeivKo Workers 

2,084 

12.8 

2,515 

30 3 

1 nod ServK e Workers 

^,286 

69 8 

4,760 

65.7 

1 liMllh S(‘rvi{ (> Workers' 

1,51 1 

87,0 

2,022 

89.7 

1 lealth Ajd(^, I xt (‘pt Nursing, and I rainees 

158 

79 6 

311 

86.2 

Nuising Auk'S, OrdedU's, and Attendants 

915 

83 4 

1,116 

87 1 

Phulnal Nurses 

'J45 

96.5 

4()(] 

97 C) 

I’ersonal Service Workers’ 

1,551 

71,5 

1,050 

76.9 

('hild ( ,irc' Workers, lxt(*pt Pdvalo Uousehold 

158 

95.8 

472 

96.2 

1 laiidresseis and Cosmetologists 

501 

91.2 

571 

89.5 

Protective Service Workers’ 

1,150 

5.7 

1,546 

10.9 

1 iie(ighU‘rs 

201 

.5 

218 

5 

(jtiards 

415 

4.6 

605 

12.7 

ik)lic*(' and I )(‘U‘( tiv('s 

410 

2.6 

505 

6.7 

Private Itouseliold Workers’ 

1,442 

97.6 

1,042 

96.9 

(Tiild ( aii‘ Workers 

545 

98.0 

469 

97 4 

( learu'rs tuul Si^rvanis 

715 

97.2 

439 

95 9 


Mm lu([(^ (K< u|)*ill(ms not shown sop, irately 
N(jl(v " " r('pft‘s(‘nts /ojo or rountls to /oro. 

Soiirco: U,S, Doparlniont of Comniorco, Uuroau of the Census, 5/«if/sf/ca/ Abstriict of thv 
United SttUos, (Washinj^on, D.C.: (Kwornmenl Printing Office, 19tH), Table No 696, 
pp, 419 A^), 




Table A6*1 5 Characteristics of Self-Employed Workers by Level of Educational Attainment and Sex, 1 980 
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Table A6.16 Total Nonfarm Sole Proprietorships and Female-Operated Nonfarm Sole Proprietorships by Industry Division, 1977, 197 
1980 and 1982 (Thousands) 
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Sources. U.S- Department of the Treasury, Internal Revenue Service, 19/7 Sole Proprietorship Returns (Washington, D C Government Printing Orfu 
1981 }, Table 1 .8; idem, 1 979— 1 980 Sole Proprietorship Returns (Wsishington, D.C. Government Printing Office, 1 982), Table 13, and special tabuiati 
Table 9A, "Nonfarm Sole Proprietorships. Business Receipts and Net Income by Sex of Proprietor and Industry," 1982. 


Division, 1977-1982 


Industry Division 

Female- 

Operated 

R.lnk 

lotal 

N<}nlarm 

Rank 

All Nonfarm 

6,9 


3.7 


Mining 

20.6 

1 

14.2 

1 

Agricultural Services, Forestry, and Fishing 

18.9 

2 

3 7 

4 

Construction 

16.5 

3 

3 9 

J 

Manufacturing 

I 5.2 

4 

2 2 

7 

Services 

7.2 

5 

5J 

2 

Transportation, Communications, Electric, Gas and 





Sanitary Services 

5 7 

6 

T2 

5 

Retail Trade 

5 7 

6 

2.7 

6 

Wholesale Trade 

5.5 

8 

“2 1 

9 

Finance, Insurance & Real Estate 

5 4 

9 

0.7 

8 


Source Based on U S Department of the Treasury^ Internal Revenue Seivfcc, 1977 Stfh 
ProprietorshiiJ Returnb (Washington, D C : Government Printing Otfice, 19H1), Table l.«; 
idem, special tabulation Table 9A, ''Nonfarm Sole Proprietorships. Business Receipts and Net 
Income by Sex of Proprietor and Industry/' 1982 


Business Receipts Percent of Femafe-Operat^ 

(Millions of Dollars) Percent Total 

Growth^ 

Industry Division 1977 1980 1982 1977-1982 1977 1980 198: 
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Proprietorships and Female-Operated Non farm Sole hopnetorships by Indu^^tiy 
Division, 1977-1982 


Industry Division 

Female- 

Operated 

Rank 

Total 

Nontarm 

Rank 

All Nonfarm 

10.6 


6.0 


Agricultural Services, Forestry and Fishing 

31.6 

1 

10.6 

2 

Construction 

30.9 

2 

2.8 

7 

Mining 

28 8 

3 

20 8 

1 

Manufacturing 

17.1 

4 

1.8 

8 

Services 

1 T7 

5 

9.8 

4 

Retail Trade 

a 2 

6 

5.2 

5 

Finance, Insurance & Real Estate 

02 

6 

4 7 

6 

Transportation, Conimumcations, Electric, Gas, 





and Sanitary Services 

5.3 

8 

10.3 

3 

Wholesale Trade 

-7 A 

9 

0.1 

9 


Source. Based on U 5 Department of the Treasury, Internal Revenue Service, 1977 Sole 
Proprietorship Returns (Washington, D Cr Government Printing Office, 1981), lalDle 1 8; 
idem, special tabulation Table 9A, "Nonfarm Sole Proprietorships: Business Receipts and Net 
Income by Sex of Proprietor and Industry," 1982. 


Sole P!opneton>hips by SB A Renton and Suite, 1982 


Rej’ ion /Slate 

All remale- 

N on la no Operated 

(1 hou sands) 

U.S. ToUil 
(F'utrenl) 

All hemale- 

Nontar m Operated 

5tale 

(Percent) 

Feniale- 

Operaled 

U.S. Total Nonfarm 

11,170.2^ 

2,942.4^ 

lOO.O 

100.0 

26.2 

Region 1, Total 

5G4.1 

145.5 

5.1 

4.9 

25.8 

Connecticut 

141 7 

40 6 

1,3 

1.1 

28.7 

Maine 

60 2 

16.5 

0 5 

0 6 

27.4 

Massachusetts 

223 0 

52 5 

2.0 

1 8 

23 6 

New fTampshire 

60 4 

16 7 

0.5 

0 6 

27 6 

Rhode Island 

45.5 

11 5 

04 

0 4 

25 2 

Vermont 

.33 3 

7.7 

0.3 

0.3 

23.2 

Region [|, Total 

911 »4 

243.2 

8.2 

8.3 

26.7 

New Jersey 

249.4 

50 4 

2 2 

2.0 

23.4 

New York 

662.0 

104.0 

5 9 

6 3 

27 9 

Region III, Total 

959.9 

249.6 

8.6 

8.. 5 

26.8 

Delaware 

27.3 

8 7 

0.2 

0 3 

31 9 

District of Columbia 

23.6 

10.0 

0.2 

0.4 

45 9 

Maryland 

166.3 

51 4 

1 7 

1 7 

27 6 

Pennsylvania 

432 6 

96.3 

3.9 

3.3 

22.3 

Virginia 

233 7 

66.9 

2.1 

2 3 

28.6 

West Virginia 

56 4 

15 5 

0.5 

0 5 

27 5 

Region IV, Total 

1,644.0 

418.7 

14.7 

14.2 

25.5 

Alabama 

145.7 

37.4 

1.3 

1.3 

25.7 

riorida 

510.0 

134.9 

4.6 

4 6 

26 5 

Georgia 

202 4 

61.5 

1.8 

2.1 

30 4 

Kentucky 

156.3 

39.1 

1 4 

1 3 

25.0 

Mississippi 

92.2 

19.4 

08 

0 7 

21 1 

North Carolina 

247.0 

70 2 

2.2 

2.4 

28.4 

Soulh Carolina 

110.1 

26.0 

1.0 

0 9 

23 6 

lonncssee 

160.3 

30 2 

1.6 

1 0 

16 8 

Region V, Total 

1,968.9 

526.0 

17.6 

17.9 

26.7 

Illinois 

503.4 

128.6 

4.5 

4.4 

25.6 

Indiana 

241.0 

73.0 

2.2 

2 5 

30.3 

Michigan 

353.3 

102.8 

3 2 

3.5 

29 1 

Minnesota 

247.1 

67.5 

2.2 

2.3 

27 3 

Ohio 

432,8 

108 5 

3 9 

3,7 

25 1 

Wisconsin 

191 3 

45 6 

1.7 

1.5 

21.9 



^ole nopnetorm>^ btiA Kogion cind l WJ —LanUmoO 


U h loial Sl.iU- 

A(l Feniafo- (IViirnt) (JVfCcnl) 


Region/State 

Nonfarni Opeialed 

{Thousands) 

All 

Non farm 

Fern ale- 
Opeiated 

f cviiide 
( )(iei.ite 

Region VJ, Total 

1,521.3 

377.2 

1 1.6 

12.8 

24.8 

Arkansas 

124.8 

27.^ 

1 1 

0 9 

22 0 

Louisiana 

170.3 

41 6 

( 5 

1 4 

24,4 

New Mexico 

68 6 

20 6 

0 6 

0 7 

U) 0 

Oklahoma 

241 4 

64 7 

2 2 

2,2 

2(3 8 

Texas 

916.2 

222.8 

8 2 

7 6 

24 1 

Region VII, Total 

726.9 

202.0 

6..5 

6.9 

27.9 

(owa 

167.3 

42 0 

1 5 

1 4 

25 1 

Kansas 

179 1 

45.5 

1 6 

1.5 

25 4 

Missouri 

281 7 

86.0 

2.5 

2 <) 

10 5 

Nebraska 

98.0 

29.3 

0.9 

1.0 

29 f> 

Region VIII, Total 

458.9 

115.5 

4.1 

3.9 

25.2 

Colorado 

196 5 

54.8 

1. 8 

1 9 

27.9 

Montana 

56 2 

13 0 

0.5 

0 4 

21.2 

North Dakota 

33 7 

9 6 

0.3 

0 1 

28 G 

South Dakota 

49. S 

10.4 

0.4 

0.4 

21 0 

Utah 

92.9 

20 9 

0 8 

0.7 

22 5 

Wyoming 

30 1 

6 8 

0.3 

0.2 

22 0 

Region IX, Total 

1,839.5 

510.5 

16.5 

17.3 

27.8 

Arizona 

160 8 

46.6 

1 4 

1 () 

29.0 

California 

1,567.8 

429.9 

14 0 

14 6 

27,4 

Hawaii 

47 0 

13 9 

0.4 

0.5 

29 {) 

Nevada 

63.9 

20.1 

0 6 

0.7 

31 5 

Region X, Total 

563.7 

151.0 

5.0 

5.1 

26 .« 

Alaska 

45.7 

10.7 

0 4 

0 4 

21 i 

Idaho 

81 1 

16 0 

0.7 

0 5 

19.7 

Oregon 

176 9 

41.5 

1 6 

1.4 

21 5 

Washington 

260.0 

B2.8 

2 1 

2.8 

If 


includes 11.6 thousand firms that could not be allocated by state 
-Includes 2 4 thousand firms that could not be allocated by stale. 

Note’ Detail may not add to total because of roundrng. The number of solo proprietorships in 
this table exceeds the number for 1982 m Industiy tables ot this text. I he Internal Kevonue 
Service used a count of tax returns rather than business activities tor the industry detail to 
improve estimates of business receipts and net income of sole proprlelojships 
Source. U S Department of the Treasury, Internal Revenue Service, spec jal tabulation 1al>l(> 
K-3, "Sole Proprietorship Businesses Business Receipts and Net Income, by Sex c^f Piopi icMor, 
Major Industry and by State," 1982. 



( fpcfiUcd NonfcVt}} SdIo Piapifrloi^hif}^ by SlfA Rci^ion ,in(l StiUr, J08J 



U S Total 

All lomalo* (Portent) 

Nonfarm Onoialod , , 

’ All [emalo- 

(Millions of Dollars) Nonfaim ()[)eralod 

Stale 
(Pen ent) 

Toniale' 

Opemled 

h)tal N(mfarm 

433,664.')’ 41,7t7.1^ 

100.0 

100.0 

9.6 

Ri^Rioii 1, Total 

1», 797.1 

2,078.8 

4.3 

5.0 

11.1 

( {)nnc< ti( ut 

4,f)4B.7 

'321/) 

l.f 

1. 2 

1 1.1 

MaiiK' 

IJOl 1 

IS3 2 

0 3 

0,4 

1 1.8 

Mass.u [ujsrlls 

9,144 2 

774.4 

2 1 

1 9 

8 5 

N(‘W 1 hiinp^hiio 

1,^92 ) 

2 '34 3 

0 3 

0 6 

113 3 

K[i()(l(» [sIiUkI 

1/1 1 S B 

227 9 

0.3 

0 5 

16.1 

Vornuml 

im.o 

147 '3 

0.2 

0.4 

16.5 

Ro}»l()n II, Total 

34,099.9 

2,825.2 

7.9 

6.8 

8.3 

N<‘w |t‘rsoy 

l(),f)2()7 

726 5 

2 5 

1.7 

6 8 

New York 


2,098 7 

5 4 

5.0 

8.9 

k(*^lon 111/ Total 

37,607.9 

3,842.9 

8.7 

9,2 

10.2 

I)i'l,iwart‘ 

629. 3 

278.8 

0.1 

0.7 

44 3 

Dislru 1 of ( olumhia 

290 4 

102,0 

♦ 

0.2 

35.1 

M.iiylijnd 

7,()S1.I 

79*5 6 

1.6 

1.9 

11.3 

IVnnsylViKua 

21,740.0 

1,7 30 2 

5.0 

4 1 

8.0 

VifKiniii 

S,S96 0 

()89 0 

1.3 

1.7 

12.3 

W{‘sl Vir^toia 

2,301 1 

247 3 

0 5 

0.6 

10.7 

Rcfjion IV, Total 

64,770.9 

6,115.0 

14.9 

14.7 

9.4 

ALiIhutia 

(),S92.3 

478.9 

1.5 

1.1 

7 3 

[ loiuid 

10,62 3.1 

1,720.6 

4 3 

4.1 

9.2 

(i(H)iMia 

7,707.7 

785 0 

1.8 

1 9 

10 2 

KcnliK ky 

6,60') 2 

97 3.0 

1,5 

2 3 

14 7 

Mis'ilssippi 

'>,15S 7 

418 2 

1.2 

1.0 

8 1 

North ( twolina 

13,176.6 

762.1 

1 9 

1,8 

9.3 

South ( (Uolirui 

4,477.') 

446,0 

1 0 

1 1 

10 0 

lonnosstu' 

7,4 32.13 

530.6 

1.7 

1 3 

7 1 

Ro^toi^ V, lotal 

68,392.0 

7,903.7 

15,8 

19.0 

11.6 

Illinois 

21,902.9 

2,529.4 

5.0 

6.1 

1 1,5 

Indiana 

a,()''>7 3 

1,114 5 

1.9 

2 7 

1 3.8 

Mi( hif^an 

10,719 0 

1,385 3 

2 5 

3 3 

12 9 

Minn(‘sota 

6,790.4 

576 2 

1,6 

1 4 

8.5 

( )hio 

r>,24'3.S 

1,728.3 

3 5 

4.1 . 

11.3 

Wis< onshi 

'3,676.9 

570 0 

1.3 

1 4 

10.4 



Oprnned Nontdtm Sole Propnetorbhips by SBA Region and StcHo, l9(U-~ 
Contiruieci 


Region/State 

All female- 

Nonfcirm Operated 

(Millions of Dollars) 

U S Tolal 
(Perconi) 

State 

(Percent) 

All 

Non farm 

Female- 

Operated 

romaie- 

Operated 

Region VI, Total 

72,671.5 

5,031.1 

16.B 

14.0 

0.0 

Arkansas 

5,190 2 

438 4 

1 2 

1 0 

8.4 

Louisiana 

8,942.2 

929 2 

2.1 

2.2 

10 4 

New Mexico 

2,535 1 

103.7 

0.6 

0.7 

12 0 

Oklahoma 

U,K)1 4 

936.8 

2 8 

2 2 

7.6 

Texas 

43,702 6 

J,22i.O 

10 1 

7 7 

7 4 

Region VII, Total 

28,634.2 

2,449.5 

6.6 

5.9 

8.6 

Iowa 

7,252.1 

470.6 

1 7 

1.1 

6.5 

Kansas 

7,0 J3 5 

512 4 

1.6 

1 2 

7.1 

Missouri 

11,079 5 

1,23(.2 

2 6 

1 0 

n.i 

Nebraska 

3,269.1 

235.3 

0 7 

0.6 

7 2 

Region VIII, Totiil 

15,672,3 

724.2 

3.6 

1.7 

4.6 

Colorado 

6,930 9 

415.9 

1,6 

1.0 

6.0 

Montana 

1,994.6 

103.2 

0 5 

0,2 

5.2 

North Dakota 

1,120.8 

45.0 

0.3 

0 1 

4.0 

South Dakota 

1,076 7 

25.0 

0.4 

* 

1 1 

Utah 

2,679.6 

86 7 

6 2 

0.2 

3.2 

Wyoming 

1,069 7 

48 4 

2.5 

0.1 

4 5 

Region IX, Total 

73,214.0 

0,276,4 

16.9 

19.0 

11.3 

Ari/:ona 

3,796.5 

741 4 

0,9 

1.8 

19.5 

California 

66,626 3 

7,261 9 

15.4 

17.4 

10.9 

Hawaii 

897.0 

168.5 

0.2 

0 4 

18 8 

Nevada 

1,895.0 

104.6 

0 4 

0 2 

5.5 

Region X, Total 

19,599.7 

1,633.7 

4.5 

3.9 

0.3 

Alaska 

1,473 2 

151.2 

0.1 

0.4 

10.1 

Idaho 

3,846 1 

317.8 

0.9 

0.8 

8 B 

Oregon 

5,398 3 

271 1 

1,5 

0.6 

4.2 

Washington 

7,882 1 

873.6 

1.8 

2.1 

11 1 


’Includes $204 () million that could not be allocated by state. 

^Includes $36 3 million that could not be allocated by slate. 

Note: Detail may not add to total because of rounding. 

^Lesb than .O') percent 

Source U.S. Department of the Treasury, Internal Revenue Service, special tabulation I able 
K'3, "Sole Proprietorship Businesses: Business Receipts and Net Income, by Sex of Proprietor, 
Major Industry and Stale," 19fl2. 
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Table A6.23 Prime Contract Actions Over $10, 000 to Small Business and Women-Owned Business by Product or Sen'ice Code, FY 1 91 
FY 1983 — Continued 


1 — Or— cO*TCO*T^D 

OOOOCTivDcnr— ^Ornoinr' vD 


^ ^ e 

n ^ ” 

-P J=: ^ 

^ trj 0- 


-r o >*■) ^ I ^ o f'' ^ 

OOroinrOvDCT'Or'^sDOf' I' ''t 


ro O' vo in sO rv fv in in T— CTk 
■«r|' rn O Q 00 'sD *— fn O ♦— O N 
m ni cT^ tn ^ ni 't 1'^ <^1 


m ^ ^ 


rNr— vOm OKrifn 
'•f in in GO r\i CT' ON o^ 

tv m N.t m »— ^ ^ 


in m ON x> 
o '■r in I s. 
t'>. ON in 


nioi^i'vvOONmtN'ffONi— com 
T- oooo»— »— nj^ocONtmoo 
rf vDChniin'NTO oO Nff 


5 E 

-n VI 

"5 iS o 


ON m tn rx m m r"i m o n o 

r-~ CO *— nj CO o in rj m r-H ri 

O O ON CO O ni ON CO nj ON ON 


o E TJ . 
U c 

Tv £ ^ 

e E 5 

a: <o 


Tractors 183 190 61 66 13 99 1 44 2.34 

Vehicular Ecu jpment Components 12 222 16,759 13 58 13.89 6 63 7 84 

Tires and Tubes 82 0 34 1 1 26 80 24 00 

Engines, Turbines, and Components 4,140 16,282 3 88 3 97 1 97 ” O-i 

Engine Accessories 3,437 1,237 16 25 14 41 4 00 1.66 




o 


oa>Of^cocr‘iri'rLr>iOsO'fcOf^ 
T— 00 {N ''1- ro r'l rn rvj CO sO O K rr rs 


Of'^r-o^ricomo^'^^io 
O’^'^-r-O'CT^'— ocoor'sio 


rj c% r'l f~* '-0 ro M ir> rj n rn i— *— r^i r~ ni rr '^4 

(N 


OOOcOfT'rvLaOcOoO’— in^triroooi',m'^Oro(TOioOro\DiO'—f^;r'iCT' 
LnOOiOOLnr'jinOr*^T-r'%orxKvD*^cO’^«^roc>orii^cO'JD-«--o^t'vn;'U>a^ 
r^'— r<(Tt ‘-^Oinr'irof^^r^irjt— ‘ro 'rrr^,Jrv-»r-^o6^ro<N'-^<N 


i'*,oot'vcr'OafN'«i- 
rr O 'XJ <T^ T~ fN *1* 
COt— O^T— OM'O^O 
T— r~ t'x un in <N «n 


O CO x£> in OO CO t'N CO 

i-''^'^cn^r'ivOO 
0% K O •— t'v o 

(N m 'JD in T- t'x rf 


“* OlxTff-OsOro 
• rnmcn^O'^oo 

m CO o CO 

m ^ cn vO 


T— ooci^rMinmcoo 
rN}m0^\Or-tN’^’*t 

**r in rj rx CO O cd 

^ ^ ^ ^ ^4 ^ 


'^ocTtcotx.inr4sOnjomt~in'^n^coin»-'^0'noomo^a\OOoo^cOT-“’^ 
a^m^mmcocTi*— iT''— '^cnrirncT't’xcr^rn tn^'^com^. 

^‘^'^cOln'^rt■occmT-0'^»-^^>^'^o^cdcood^d^^iKKOooKlxrvT^rJf^i^D 
nif-sdOKO omrjvOLn't<N r'Ntv.fn^t’— inOm<Ni'x'+ »— mminrni— 


cr‘t'.cr>rn'tmt^mv£)O^^tn^'^coni0. 
Tt 0^ cd CO 00 rd CN K K o 00 K IX Iv rj xD 
rxtxcn^t’— inOmcNix'^ »— mminrni— 


nim'OJxrnr—orvi'^iNai'd'OeNcoooomvDcTvOincotnOKmO'sO'^ixcr' 
»i nii'.sDsDixcT^iniTiinincotnoounoOK'sO'^ oo^^^como^co fNrsimm 
sO r\ CO’— — cO'^rim^DcO'^*— T— 00 ^ 110 ^* cDvOTTOfocn tn^rvj»-- 
lx' nf rd <n' t— ' r»^ r-' f— •»“ »t O' fx' rs 


o^^— Oincr-<?NOCO’— »— rxvoixooin»~m'— ooocooinmfn^ncocT'Jxorx 
mco co^o^coa'''+(NO>nn»— 'O'«^'*nQ0^00K^x^ln^'lOtv^£^fN'^^^£5^ 
K •— ri t— m ^ CO o in tn rn 01 o in rn ^ lx 1“ 't I'x in in >0 oo o 

r-' rN rn ^ nf rn iN in rd ni r— 0 \ \D co r~ in 


^ -o 

c "O 


rtj k- t 

^ 5?i°i 

1/1 < (-) 


00 ^ 
c oov5i 

C rq 
*” cn 


jC i= O 
U < DC 


jD ^ = 
U ^ op 
V .5P 

<u 

O Q) t: 
OC Oi u- £ 


’ C ^ 

P 9 H ^ 

; I a E 

' s i ^ 

^ 3j 

TJ ^ 

00 ^ S^' 

-5 §0 

^ ^ -i, 

4> X 

X 00 

00 § S 
c (S 3 

“c X Q) 

E ^ flj > 

^ $ 9’'$ 

Q- > CL > 


9 $i 5 

c «2 q- 

ro <; uJ 
Q- X c 

i^l 
- II 
1 1 « 
3 ^ OJ 

I- 

L> C Ci* 

^ B -Tj 
'25^ 

^ 5 fTj 

y ^ 

ill' 

3 o u 


Tl ^ 

y >‘ c 
9 m rq 
fq 

fC 

0 c <3 

^ .5? c 

^ tn ^ 

- -n Q 
a. ^ ^ 

W) 10 '75 

g £ y 


*y _3: rF “ ^ 
il! uu ^ ^ 





fO in a^ '-r O crv ^ CJ\ oo o 
c 5 ^ 'O I - r I o cn r-i r> m O 
' r- ' M ri -1 r{ O 


rj OD rn t~ 

r-- r j r s r ^ 

r- r* rn ' rsj rj ri 


cN vD o 

O CO O' T- 


t- o 
O^ o 


r . 

"1 

1 

r>' 

sD 


O 


to 

n| 

t— 

a 

<J^ 

O' 


<n 

P 

"f 

>o 

r! 

CT' 

CO 

O 

rn 

rn 

ri 

in 

o 

O' 

in 

fx 

rM 

p 

T-» 

1 s 

r- 

in 

r*- 

P 

1 V 

rn 

cr\ 

^-1 

rn 


to 

T— 

ri 

rn 

vD 


CO 

to 

rl 

rn 

VP 


rvj 



r~| 


nf 



cO'Xia'Oinri»—T-rNinricoOcn'’t- 
r-iorno>crit'.'vDi^ininooOOf^ 
»t OOOsDrnxtfOvDOO^CrO'vOvOCO 

r I in ^ in CO r- ''t ^ ' -l ri ro in fN rn 


( I , CO O CO O O 'X) nj O' VJO r--^ O' In 

I O' I vX) ni m CTi f— K I— Is cO nj m 

ri vO ri CO »— r- o m nj '^i t> 

f— 'cj'" vX) 

*- fN 


in in nj o o ni m 

{•n ri o O' O' to M o 

ri -t nj ri r- »- ••J* 

>r CO 


oij 

nj 


XJ 

C 

ftt 

Hi 

.*1^ 


n vO rt 

m O' iv 

in O' (N 
rn in 
nj 


■H m <— 

vp in cn 

r-* nj IN 

in 


'^h 

1/1 (w 
'6 
“n S: 

fL LU 
*1 
m 


•o ^ 

0 ‘D 
t/> I- 

Ai 

V' 

n /I 

l-i 

O nj 
wj ft: 
op 

'(D 

c: *t: 

qj ^ 

U CO 


S 

ofi p: 
L. m 


0. in 
& 
fn < 
on ^ I 

j • 
PT) lU 

<n 

-'4 u: * 
u 01 

fS ■ 

tn 


^ iy 

In 

in -p 

\A ^ 

6 3 


5 ^ 

£ ro ro 


i£l 

u 

3 

T> 

O 

O, 

fti 

G 

q! 


to -- 
1= w 
*iJ 

« “O ^ 

- c: h- 




a 

D. 

3 


01 , 

ni ^!=i 

c: p 

o 5 

u ^ 


00 

G ^ 

-c: 1y 

■§ "S 

U ^ 


al 3|:M 

J I § 3 S 

3 /T tn C 

C Jf 5 *0^ § 

OfJ ,:i 3 3-5 

< ^ cA UL :2: 


'S S 
2 S 

u 




TJ 

c: 

m 


i/> 


3 

< 

•r 

«s'j 

t^ 

0 

D, 

CZ 

i 

m 


_cy iS 

JO fo 

c ^ 
o 


is js ^ ^ 

CD ^ 

I ”75 O' u 

§ « a j 
Z S O 5 


c 

a> 

E 

, 5 * 

*3 

cr 

UJ 

TD 

c: 




I ?; 


36 
^ o 

w o' 
m *— 

n! ^ 

In ^ 

It! 

^ S 

u. ^ 

0 "E 
a> i 
= s 

1 o 

•gS 

O in 

c ^ 
^ tn 

II 

2 o 

Q. .4^ 

<U o 

Q ^ 

^ O 

t G 

o tn 


3 C O 
-3 O tli 
^ W X3 

(0 £ d 
Q Cl 

O flj 
Z fo 


01 

Vl 

S! 

Cl 

0) 

Oi 



TaWe A6.24 Prime Contract Actions Over $10,000 to Smell Business and Women-Owned Business by Agency, FY 1982~FV 19B3 

Fiscal Year 1982 Fiscal Year 1^83 
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Table A6.25 Small Business and Women-Owned Business Prime Contract Actions of Over $10 000 by Principal Place of Performai 
FY 1982-FY 1983 
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Minority-Owned Business 


Synopsis Minorities have made modest gains in business in recent years, ac- 

cording to available data. In 1977, the year of the last complete Survey 
of Minority-Owned Business Enterprises, the 393,000 self-employed 
business activities of nonvvhitc persons represented 70 percent of all 
minority-owned firms. From 1977 to 1983, the number of nonwhite 
self-employed persons increased in relation to the number of non- 
whites of an age to enter business activities (1 6 years and over). 

By 1983, there were approximately 21 self-employed persons per 
1,000 nonwhite persons aged 16 or over — an Increase of 5 percent 
over 1977. 

In general, self-employed nonwhite persons are younger than their 
white counterparts, and earn tess from their business activities. In 
1980, nonwhites had an average Income of $7,208; whites averaged 
$9,398. Incomes of both groups improved at higher levels of 
education. 

Public and private sector efforts to provide debt and equity financ- 
ing for minority-owned businesses have given minorities incentives to 
enter new areas and contributed to the liquidity of firms in early 
stages. These Initiatives have encouraged entry of minority-owned 
businesses into nontraditional lines of industry, particularly construc- 
tion, manufacturing and wholesale trade. Other efforts have focused 
on financing firms under 3 years old in retail trade, transportation, 
services, and manufacturing. 

Minority-owned firms in selected nontraditional lines have been 
found to be as profitable as their nonmi nority counterparts . Neverthe- 
less, these and other minority-owned firms are more vulnerable to 
fluctuations such as the 1980-1982 recession, because they generally 
carry heavier burdens of long-term debt. 

Federal Government procurement from minority-owned firms has 
grown. In December 1982, federal agencies were directed to increase 
minority contracting goals; the value of prime actions and subcon- 
tracts to minority-owned businesses increased by 1 0 percent in 1983. 
Section 8(a) of the Small Business Act authorizes the SBA to subcon- 
tract federal awards for goods and services to small businesses owned 
and controlled by socially and economically disadvantaged persons. 
The total value of 8(a) subcontracts Increased from $2 billion in FY 
1982 to $2.3 billion In 1983 and $2.7 billion In 1904. 


Minority-Owned 
Business Daia 
Bases 


Legal Form of 
Organ izatf on 


aiiu pruniciuit^ upurtiiruiis. r y m i uruiuc i- 

ed for tho U S Small Uusiness Aclmiiiisliatioti (SIJA) on 
small, tamily-owni'd businossos suf’j’osls Ihos*' lirms ol- 
ten may elect to remain small bee arise they aie piotitabk' 
at small sizes ' The study found lh(' use ol paid lannily 
employees, who probably are stiont’ly niotivaU'd and 
productive, was a strong indicator ol IiihIi piodur livily 
and protitability. Many minority-owned Inisinessi's also 
are family owned, and the implications ol this k'scmk h 
should apply to those small liims.' 


The 19/7 Survey of Minoiily-Ownecl fnloi- 

priscs was the last complete siiivc'y ol minoiily-owned 
businesses. More recent information isdc‘iivc'd pi me ipal- 
ly from the data bases of the bureau of the ( ensus, the 
Buieau of Labor Statistics, and the Mmoiity business I )c'- 
velopment Agency (MbDA). Pieliminaiy lindings also 
are becoming available fiom a new data l)as(> on minor- 
ity-owned business being developed by the SBA.' IIk> 
various data bases on minodty-ownc'd businc'sses cover 
different numbers, types, and sizes of firms, and dilh'ienl 
periods between 1977 and 19f14. Lach of the data bases 
contributes to more complete inloimation on minoiily- 
owned businesses. In lieu of a full cc'nsus, all aa'useluf in 
assessing aspects of minority-ownc'd business activity 
since 1977. 

In the 1977 Suivcy of Minoiity-(.)wno(l liiNnes', Di/cv- 
pitses, 75 percent of tho 561,39.5 minority-owned busi- 
nesses were sole propiielotships, 4 peici'nl weie 
partnerships, and 2 percent weio corpoiations I he tc>- 

'Brute A. Kirchhoff and Jiidilli ). Khclihotf, "f’rodiK livily and I’nilil- 
.nbilily Among Small family Uusinc'su's," li'liriiaiy OIM, an un|)iil) 
hshedsiiidy prepared for Ihe Office of Advwacy, It S Small HiisinesK 
Administration. 

^Minority-owned businesses me liide lirnis owned l>y lilac ks, petsons 
of Spanish or Latin ancestry and persons of Ament an Indian, Asi.in, 
and other nonwhite origins oi descent. 

^The 1980 Census of Population and I Itiusmg, anti othei t urient pii|i- 
tilation surveys of the Bureau of tho Census, U.S Oepartnicml nl 
Commerce, provide data on economic e harac teiistic s of the popula- 
tion. Statistics on self-employed persons arc> available from the ( iir- 
renl Population Survey of the Bureau of ttie Census and the l)un>aii of 
Labor Statistics (BLS), U.S. Department of Lalioi A spt'tlal minority 
business data base is maintainocl by the Mmoiity Business Develop- 
ment Agency (MBDA), U.S. Department of Comineict', for use in 
selected types of analyses ol niinority-ownc*d busiiu'sses. 



organization However, almost all the 107,007 unclassi- 
fied firms also are considered to be sole proprietorships, 
and approximately 93 percent of all minonty-owned 
businesses in 1977 are grouped as sole proprietorships ** 
By any criterion, sole proprietorships are small busi- 
nesses. In 1 982, the last year for which receipts size data 
on sole propiictorships are available, almost 91 percent 
had less than $100,000 in business receipts and 54 per- 
cent had receipts of less than $10,000 ^ 

Data bases of persons primarily engaged in self-em- 
ployment traditionally are identified with relatively small 
business operations and the sole proprietorship type of 
legal entity.^ In 1977, the 393,000 nonwhite persons 
engaged mainly in self-employed business activities cor- 
responded to 70 percent of all 1977 minority-owned 
businesses and 74 percent of the 1977 minority-owned 
sole proprietorships ^ Because nonwhite self-employed 
workers represent a large percentage ot minority-owned 
businesses, change in the number of self-employed has 
been used as an indicator of change in minority-owned 
businesses since the 1977 Census Survey ^ 


"'Bureau of the Census, U S. Department of Commerce, /977Si/n^ey 
of Minonty-Oivned Oiferpnses (Washington, D C : U S Govern- 
ment Printing Office, December 1980), p 226, and U.S Small Busi- 
ness Administration, The State of Small Business^ A Report of the 
President, (Washington, D.C.: US Government Printing Office, 
March 1983), p. 307 

^Internal Revenue Service, U S Department ol the Treasury, an im- 
publislied tabulalion of sole proprietorship returns, 1982 
tew self-employed workers in the 1980 Census of Population data 
were incorporated, but statistics on sell -employ merit collected 
monthly in the Current Population Survey by llie Bureau of the Cen- 
sus exclude incorporated activities 

^Self-employed persons as defined in the Current Population Survey 
are primarily engaged in work in their own business or profession for 
a fee or profit Sole proprietorships also include numerous part-time 
and intermittent business activities of wage-and-salary workers See 
Thomas A. Gray, "'Data Sources for Research on Small Business 
Innovation and Entrepreneurship" (Washington, D.C Office of Ad- 
vocacy, U S Small Business Administration, April 2, 1984) p 5 
''Self-employment data of the Bureau of Labor Statistics, U.S. Depart- 
ment of Labor — used as a proxy to assess change in the number of 
mmonty-owned business— are published for "white" and "black and 
other (non white)" races The "black and other (nonwhitc)" category 
excludes "white" in i non ties of Spanish or Latin American ancestry 
covered by the Bureau of the Census term, "mmonty-owned busi- 
ness " The term "black and other" describes the race of the worker 
and includes all persons who identify themselves as other than white, 



Table AA Comparison of Selected Data Bases of Minority-Owned Businesses by Industry Division 
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employed worker clatd bases, the MBDa\ data base is 
identified with larger and more successlul tirms. In 1980, 
approximately 81 percenlof the MBDA minority-owned 
businesses were corporations, and only 1 9 percent were 
classified as noncorporate/^ 

The SBA Small Business Data Base (SBDB) of minority- 
owned businesses also includes mote substantial repre- 
sentation of corporate films than the 1 977 Census Survey 
and the self-employment data bases. In 1984, of the firms 
that identified themselves as minority-owned, 46 percent 
were corporations, 1 1 percent were partnerships, and 4 3 
percent were sole proprietorships.’^’ The largest number 
of the black and Spanish-owned businesses wcie sole 
proprietorships, but Asian and othei nonwhite busi- 
nesses more often were incorporated (Table A 6). 

Industry Divistons The 1 977 Census Survey and the BLS self-employed data 
bases show the greatest similarities in percentage distri- 
butions ot mmority-ownod business by industry divisions 
(Table A. 1 ). The SBDB has relatively more firms in retail 
trade and finance, insurance, and real estate but shows 
undercoverage in services A relatively larger percentage 
of the black and miscellaneous minority-owned busi- 
nesses are in services, while more Asian and Spanish- 
owned firms are in retail trade (Table A 7). 
Geographically, the major groupings ot the SBDB firms 
are in Regions VI and IX and reflect heavy concentialions 
of minority-owned businesses in California and Texas 
(Table A.8). 

The MBDA data base is concentrated in (he nontradi- 
tional areas of construction, manufacturing, and whole- 
sale trade, Its coverage ot the traditional areas of minority 
business participation — retail trade, services, and fi- 


in eluding hi ticks, Amen can Indians, A fa ska n Natives, and Asians and 
Pacific Islanders. "Minority-owned husines;," incfudob iirms owned 
by blacks, persons ot Spanish or Latin American ancestry, persons of 
American Indian, Asian, and other nonwhite origin or descent 
‘’Development Through Apjilied S<ience (DETAS), Now Perspectives 
on Mmonly Business Development (San Antonio, Te'<as, August 
19tH), a study prepared ftir the MBUA, U S, Department of Com- 
merce, pp 4 and IB The I9B0 data base Irxluded l,90i minority 
financial records of which 1,S35 were corporate and 3(>n wore non- 
corporate hlereafter, DLTAS, New PerspecUves 
’^Tliese estimates are based on data derived from tlie Ownership Char- 
acteristics Survey, 1984 The Small Business Data Base universe 
includes 8 1 million non farm establishments and enterprises, o) 
which 3.9 million are sole prcjprielorships 




Participaiion of 
Minorities in 
Business 


Characteristics of 
J^tinonty Self- 
Employed 
Persons 


When the last survey ot minority-owned business was 
conducted In 1977, the 561,395 minonty-owned lirms 
represented 28 business owners for every 1 ,000 minonty 
persons aged 16 years or over. The related firms that the 
Bureau of the Census classified as nonminonty-owned 
represented 65 business owners per 1,000 nonminority 
persons 

Self-employment among minorities accounted for ap- 
proximately 70 percent of all minority firms in 1977 and 
indicates that minority participation in all types of busi- 
ness has not increased as much as among whites. Non- 
white self-employment increased 5 percent between 
1977 and 1983, from 20 to 21 self-employed persons per 
1,000 minority persons aged 16 and over; while self- 
employment increased 15 percent (Table A. 9). 

Nevertheless, from 1977 to 1983, nonwhite self-em- 
ployed persons did gain in relation to nonwhite wago- 
and-salary workers In 1977, 41 nonwhite persons were 
self-employed for every 1,000 nonwhite wagc-ancl-saln- 
ry workers. By 1983 there were 45 self-employed non- 
white workers for every 1,000 nonwhite wage-ancl- 
salary workers, an increase of 10 percent The 
comparable increase for white persons was 14 percent 
during the same period (Table A JO and Chart AJ). 


In general, nonwhite self-employed persons are younger 
than whites and earn less from their business activities 
than their white counterparts. In 1980, their average ago 
was 38, as compared with 43 years tor white self-em- 
ployed persons (Table A, 11) Nonwhites had average 
self-employment incomes of $7,208, oi 77 peicenl of the 


Data derived from Bureau of Census, U.S. Deparlnienl of Com more e, 
1977 Survey of Mmonty-Owned Business Cntcrpn^ey idem, Prohmf- 
mry Estimates of the Population of the United States by Sc\ iind 
^ace 1970 to 1981 (Washington, D C : U S. Government Printing 
Office, 1982), Table 2, and Washington, D C : U S. Government 
Printing Office, 1979), p 226; Estimates of the Pofndation of the 
United States by Age, Sex and Race, 1980 to 1983 (Washington, 
DC US Government Printing Office, 1904), Table 2 The 1 977 
usiness participation rates for all nmnority and nonminority busi- 
nesses are inflated sliglitly by the inclusion of corporation and pan- 
ners ip ata in the totals The age range for all business owners is not 
known, but in 1980 Ihe age range of self-employed persons was 1 6 to 
1 ^ "^formation was derived from an unpublished lalxiln- 

lion of the 1980 Census of Population 1/1,000 sample. 





jtfn-ctfifjKjyuu rfnuri^ ru/ i oy khlc, iv, / dncf 1983 



Source U S Deparlnienl of Lnhor, Buieau of Labor SlatibUcs, 8ulleUn 2096 Ubor Force 
StfUislKs Oonved fiom thoCuneni l^opuldUon Siiivov' A Ddtohook (Washington, D C • Gov- 
ernment Printing CMfice, September l%2), and iclom, special tabulations ot the Cm rent 
PofUfltUion Sutvey, 1 9B 5 

$9,398 avoraj^e income of whiles. Similar income differ- 
ences (DrevailocI at all age categories through 69 ycais 
and were greatest from 50 to 59 years, at which level self- 
employment incomes weie at a maximum of $1 2,204 tot 
whites and $8,509 foi nonwhites (Chart A 2) 

Incomes of both white and nonwhito self-employed 
workers in 1 980 improved as education levels increasecL 
Persons with less than a high school education had the 
lowest average incomes; those with moie than 4 yeais of 
college earned the highest incomes (Table A. 12). The 
income level ol whites with moie than 4 ycats of college 
was 85 percent above the average of all educational 
groups; for nonwhilos it was 1 07 percent above the non- 
white average (Chart A, 3). 

The least difference in incomes of while and nonwhitc 
self employed was for persons who completed 4 years of 


Age, f980 


Years of Age 
All Ages 

Less than 30 

30-39 

40-49 

50-59 

60-69 

70 and Over 




12.2 


5 


± 

10 


1 



Thousands of Dollars 


I I White 


Nonwhite 


Source* Special tabulation of self employment figures dertved fiom the 1980 Comas ol OopuL}- 
tioOf 1/1,000 sample. 


college. In this group, the average level of income for 
nonwhites was 95 percent of the level of whiles. 


Minority-Owned 

Business 

Performance 


Measures of recent minority business performanco are 
fragmentary, but government and corporate iniliativcs to 
improve minority access to credit and equity capital nnci 
to increase their participation in procurement have been 
beneficial. 



f\ctn’ cUtu LuuLtUionji AKcHniiienL 


1980 


Educational Attainment 


Less than High School 


High School 


Less than 4 Years of 
College 


4 Years of College 


More than 4 Years 
of College 



Percent of Average Self-Employment Income 
□ White Nonwhite 


Note' L.k li bar reflects vvhal per< outage of tlie racial group's average self-ernpHoyment income 
was attained by its scif-omployed members having a specified level of educati(;nal attainment 
Lor example, self-employed wliites witli less than a high school education earned 73 percent 
of the average white self-employment income for all levels of ed treat umal attainment. 
Source Spec lal tabulation of self-emjDloymenl figures derived from tfie 1980 Camus of PofHh 
Luion, 1 /I ,()()() sample 


Minofily-Ownod 
Fit ms Rosfxml to 
Ftnuncinf^ 
Incentives 


A recent study found that efforts to provide debt and 
equity financing for minority-owncd businesses have giv- 
en nninorities incentives to enlei new areas and have 
contributed to the liquidity of viable firms during their 
enily years of development.’- These conclusions apply 
principally to fiims in nontraditional linos o! minority- 
owned business: construction, manufacturing, and 
wholesale tiacle. The study found that minority, nontra- 
dttional firms arc as profitable as their nonminority coun- 
terparts but are more vulnerable to business flucluationSy 


'■^DLIAS, Now Pvispcctivcs, pp B-t) and 112-122. 




tsu^ine'^b fnveblment tomp.inieb (MtbblLbf oy /ype of rinancing, /wj 



rinanemgs' 

DisbuiscMiienls 

Type 

Nunilier 

Percent 

A\mount 

(Millions) 

f^erconl 

StraigFit Debt 

6i4 

81 0 

37 9 

67 8 

Debt with bcjuity 

100 

12 8 

1 1 1 

19 )( 

Equity 

49 

(. 2 

6 9 

12 4 

Total Financings 

783 

100.0 

55.9 

100.0 


'in 1983, there were 7B3 financings for a total amount ot $S'j 9 mi f I ion distjuised to ()77 sniaN 
businesses 

Source U S Small Business Admmistration, Investment Division, SBK D//;es/, Part I, Apiil 
1984, p D~2 

such as the 1980-1982 recession, because thc'y carry 
heavier burdens of long-term debt. 

The findings ot the research also may apply to other 
types of small businesses. There is no accurate indicator 
of the demand and supply of bank loans for minorUy- 
owned firms But some research shows that minority- 
owned businesses are overly dependent on debt kinds ' ^ 
Short-term financial difficulties, more ptonouncecl 
among small firms, usually are met by loans Irom fam- 
ilies, relatives or shareholders, bank loans, or trade cred- 
it. Because family incomes of minorities arc below 
average, their level of savings for business loans may bo 
less than nonminonties.’’ However, trade credit may be 
an important source of accounts receivable funding for 
firms in retail trade. 


301(d) SmaH 

Businosb 

investment 

Companies 

(MESBICs) 


The number ol financings by MESBICs — small business 
investment companies authorized to assist small funis 
owned and operated by socially or economically disad- 
vantaged persons — has increased every year since 1980 
(Table A 13). In 1983, the number and amounl of MES- 
BIC financings to small businesses weie greater than in 
any previous year; straight debt financing accounled for 
most of the 1983 total (Table A.2).’^ 


'^Willuim C. Hunter, 'Tmancial Needs of Small Mrnorily finris" 
(Athens, Georgra, Universily of Georgia a study piopared for I lie 
U S Small Business Administration), pp 69-75 

State ot Small Business A Report of the Pi evident (Washington, 
DC US. Government Printing Oftice, March 1984), p i75 
^^DETAS, New Perspectives, pp, 120-122. Continuing heavy concen- 
tration ot MESBICs in straight debt financings has becMi a major criti- 
cism of these companies as a source of equity investment for small 



sion, FY ]98i 



Source U.S Sinnil Business Adniimstralion, Inveslmenl Division, SBIC Digei,t, f\ir(. I, Aj^nl 
^9nA, Table D-4 


MESl3ICb financed small businossos in all industry 
groups, but 84 percent of all 1983 financings wont to 
small firms in retail trade, services, manufacturing, and 
transportation (Chart A. 4). Corporations leceivod 65 per- 
cent; proprietorships, 29 percent; and partnerships, 6 


til ins operated l^y soc lally and economically (lisadviinlaMcd persons 
Over lime, MCSBICs have made loans lo small firn’is a I siibstanlial 
rates of interest in preference lo making equity investments in the 
firms This practice im reasos the cash-llow j^roblems of small under- 
capilali/ed firms and conlnlnites lo their financial difticulties and 
failures 


oubfuubb, rr 




Under 3 Years 
3-6 Years 


□ 6-10 Years 

□ 10 Years and Over 


Source U S Small Business Administration, Investment Division, SBfC Pait \, Aj)iil 

1984, Table D-3. 


percent In both number and amount, most MES13IC fin- 
ancings were made to start-up businesses less than three 
years old (Chart A 5) 

The amount of MESBIC financing in the first hall of |-Y 
1 984 was 20 percent above that in the second half oi (- Y 
1983 The number and dollar amount in the second 
quarter were the highest for any single quartei 


Procurement 
Policy Helps 
Minority-Owned 
Businesses 


To increase participation of mtnorily-owncci films in fc^tl- 
eral procurement, federal agencies wore diiected in De- 
cember 1982 to purchase an estimated $15 billion of 
goods and services from these firms m FYs 198^, 1984, 
and 1985 and to increase their minority-owned Inisinoss 
contracting goals by 10 peicent over the actual FY f 982 
procurement level. Thedirective also recommended that 
federal agencies use incentive awards to cncouraf^c 


'^U S Small Business Administration, Investment Division, SBiC Di- 
gest, Part I, April 1984, p 3 and Tables D-3 and D^4, 
p 2 
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ContrcKl Actions 

Over *{> 1(3,000 
(Thousands ol Dollars) 

Share ol Small 
Business 

Aclmns (PcTLcnt) 

Percent 
Chan^;e 
IY1982™ 
rV 1981 


rV 1^382 

rv 

FY 19B2 

FY 1081 

Small Business Act funs 
Small Mmofity-Owned 

2iJSS,024 21,7S7,8J7 

100(3 

100 0 

-(> 8 

Business Actions 

2,821, 

3,1 12,401 

12 1 

14 1 

10 1 


Note From FY l‘)8i to FY 1‘)83 lotiil Feclerdi (Jovernment prime contract actions ol cjver 
$10,t)()() int reasod from 1 1 0 billion to $ 154 J billion or by 1 4 percettt The awards to 

small minoi ity-owned business wcio 1 9 percent ot tbe FY 1 98J total and 1 0 percent of the F Y 
1 98 1 total Data for the two years aro not strictly < omparable because FY 1 98 1 statistic s tor the 
Department of Detense are tor prime contract actions ot over $i5,t)00 rather than over 
$10,000 

Source Federal Procurement Data Center, Spectal Report 122f>A, Inly 25, 1984 


prtme contractors to increase subcontract tng wtth minor- 
ity-owned businesses.'" The tmpact of the directive was 
positive: the dollar value of prime actions and subcon- 
tracts for minorily-owned businesses increased in FY 
1983. 

Pnme Conliaa Federal procurement policy for small, minority-owned 

Actions business achieved its targeted objective for FY 1983, 

Prime contract actions over $10,000 tor these firms in- 
creased 10 percent, front $2.8 billion in FY 1982 to $3. 1 
billion in FY 1983 (Table A. 3). The Department of De- 
fense (DOD) actions represented approximately 70 per- 
cent of the value in both years and incieased almost 8 
peicent in FY 1983. The actual increase in DOD actions 
may Itave been mote, in FY 1 983 DOD did not report the 
value of actions between $10,000 and $25,000 This 
omission affected the comparability of all procurement 
data between FYs 1982 and 1983 (Table A d). 

Other federal agencies with prime contract actions 
over $100 million for small, minority-owned firms in FY 
1 9fl t included the Departments of Interior and Transpor- 
tation, the National Aeionaulics and Space Administra- 
tion and the Veteians Administration. These tour 
agencies accounted for an additional 15 percent ol the 
FY 1983 total (Table A. 14) 


''U'odcral (MiUi.K ts /^c/wr/IWasliinglon, D.C.. Tht' liumau of N.ilionnI 
Aff.itis, Innu.irv 1, 1981), pp. 1 and 5-(>. 
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Contract Actions 

Over $10,000 
(Thousands ol DofLirst 

Share ol Small 
Business 

Actions (Percent) 

l^erc enl 
Change 
rY1982- 
FY 198 1 


TY 190i 

TY 198i 

FY 1982 

TY 1983 

Small Business Actions 

18,2(>7,432 16,372,026 

100 0 

100 0 

- 10 4 

Small Mjnurily-Ovvned 
Business Actions 

l,975,84J 

2,132,681 

108 

11 0 

7 9 


Note; Frofti FY 1 982 (o FY 198'} tolal Depnrinieni of Deleiiie prime coniracl actiooi ol over 
$10,000 intrensed from $121 2 billion to $123 5 billion or bv 1 7 percent The aw.irdi to 
small minority-owned business were 1 6 percent ot the FY 1 982 total and 1 7 (jerccnt ol the FY 
1 983 total Data for the two years are not strictly comparable because FY 1983 statistics tor the 
Department ot Defense are for prime contract actions ot over $2'}, 000 rather than over 
$10,000 

Source Federal Procurement Data Center, Special Report 1226A, July 25, 1984 


8(ii) Contiacts Many prime contract actions are awarded to small mt- 
and Subcontracts nority-owned businesses under section 8(a)(1) of the 
Small Business Act, which authorizes the SBA to negoti- 
ate contracts for goods and services with other federal 
agencies and to subcontract the work to small businesses 
owned and controlled by socially and economically dis- 
advantaged persons. In FY 1982, the value of 8(a) con- 
tract actions of $10,000 or more was 64 percent of the 
total for small minority-owned business; in FY 1983 it 
was 60 percent of the corresponding total value The 
DOD contributed the principal portion of all 8(a) actions 
of $10,000 and over The total value of 8(a) contracts in 
FY 1982 was $2 billion, increasing to $2.3 billion in FY 
1983 and to $2.7 billion in 1984 (Table A. 5) 


Procurement Most of the federal prime contract actions over $ 1 0,000 
Actions by States to small minority-owned businesses weie performed m 
four states in FY 1983. California, Maryland, Texas, and 
Virginia each had actions totalling over $200 million 
(Table A. 15). Combined, the four states accounted foi 42 
percent of the FY 1 982 awards and 39 percent of the FY 
1983 awards. California-based firms were awarded 17 
percent of the FY 1 982 actions and 1 4 percent of the FY 
1983 actions Other states with FY 1 983 prime contract 
actions of over $75 million each for small minority- 
owned firms were Massachusetts, New York, Pennsylva- 
nia, Ohio, the District of Columbia, Georgia, Alabama, 
and Hawaii. 




f^rocufcmenl 
Actions fat 
l^roducts cind 
Services 


Suhcontiiictm}^ to 
Minority'Ownod 
Business 


Snhifl Business \dministrtitmfh D' I y/r— rV' 1 984 



N Limber 

Amount 

(Tbou^tiiKls) 

Vcar-tu-YcMr 

Percent 

in 

Amount 

1 

4,896 

2,724,895 

18 2 

I90i 

4,898 

2.212,885 

IS 1 

1 982 

4,227 

2,009,271 

-0 i 

1 98 1 

4,974 

2,015,192 

21 0 

1980 

5.218 

1,666,015 

62 2 

1979 

4,047 

1,027,422 

2i 8 

1978 

J,410 

767,994 

i5 6 

1977 

2,771 

566,218 

— 


Source U S Small Busmess Aclministralioii, Report 8 A- 1016, Sepleni- 
beriO, It)84 


Minority-owned businesses have a much larger share of 
prime contract actions in services and construction than 
other small businesses (Chart A.6) The principal awards 
to small minority-owned firms are for housekeeping ser- 
vices, construction of structures and maintenance, repair 
and alteration of equipment, and real property (Table 
A 16) From FY 1972 to FY 190J small minority-owned 
lirms also won more contracts in a variety of special 
services: automated data processing; management and 
professional services; quality control, testing and inspec- 
tion; leasing of icntaf equipment; and photography, 
mapping, piinting, and publishing, 

Procurement from small minority-owned lirms for sup- 
plies and equipment declined from FY 1 982 to FY 1 983, 
The value of this category shifted from 37 percent of lotal 
niinonly prime contract actions in FY 1 982 to 29 percent 
in FY 1 983 . The value and peicent of research and devel- 
opment prime contract actions of small minority-owned 
firms also decreased. 

Current data on subconliacting to small and small disad- 
vantaged business concerns are partial and do not in- 
clude subcontiacting of all large businesses or any small 
businesses, The Small business Act, as amended by Sec- 
Iton 21 1 of Public Law 95-507, requires all negotiated 
procurements for supplies or services of $500,000 or 
more ($1,000,000 for construction) to have a subcon- 


i I f ^OJ 



Services and 
Construction 


Services and 
Construction 


Source Federal Procurement Data Center, Special Report 1274, August 21, 1984 


trading plan.’’' As developed by the SBA, the subcon- 
trading program requires only large businesses to have 
plans for subcontracting to small and small disadvan- 
taged businesses it they hold one or more contracts for 
$500,000 or more ($1,000,000 for construction). 


'®The provisions of Public Law 95-507 were implementetl during 1 979 
and 1980. 

small business concern is considered "small" under the size slan- 
dards established by the Small Business Adniinislration (SBA) for 
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Conclusion 


contracting achievements of 20 to 30 lederal agencies 
tliat profect a total agency procurement ot $K),000;000. 
Subcontracting dollars to small, disadvantaged busi- 
nesses have increased for this group in each year since 
1980, except 1982 The FY 1983 total of $1 billion is a 
gam ot 17 percent over the FY 1982 total and is 35 
percent above the total foi FY 1980, when the program 
was implemented (Table A 17). 


Minoiitv interest in business ownership is increasing 
Small, minoritv-owned lirms are showing an ability to 
take advantage of business opportunities and to compete 
successfully m the marketplace with a degree ot profit- 
ability and success that is attracting additional financing 
for their start-up efforts Since 1 977, minorities have re- 
sponded positively to public and private incentives to 
participate more in business ownership The percentage 
of nonwhite persons in self-employmenl has increased; 
nonwhites have gained in self-employment in relation to 
wage-and-salary jobs, although to a lesser degree than 
whites. Minority-owned businesses, therefore, appear to 
be a very diverse group of small firms that are proceeding 
from a low base of business formation more slowly than 
all small businesses. 

Recently, minority-owned businesses also have dem- 
onstrated their ability to compete successfully and profit- 


pfDLuremenl purposes A small disadvanta^Gcl business is any small 
Loiuern 

(1) ihat IS at loasl SI percent owned by one or more socially and 
e(ononiKiilly disacivanlagcd individuals; or, in the case of any 
publicly-owncd business, at (east 51 percent of the slock is 
owned by one or more sot lally and economically <tisadvanltif’ecl 
inflividuals, ♦and 

(2) whose managemonl and daily business operations arc controlled 
hy one or more such individuals 

Socially and economically disadvantaged individuals include black, 

I lispanic , Native and Asian -Pacific Amei leans, and other minorities 
or any other individual found to he disadvantaged hy the SB A pursu- 
ant to Section H(a) of the Small Business Act. Native Americans in- 
clude AfTier«an Indians, Lskimos, Aleuts, and native I lawaiians. 
Asian-Pac ilic Amen cans me lude U S. citizens whose origins a re from 
|a[>an, China, the Philippines, Vietnam, Korea, Samoa, Guam, the 
Irust Territoiy of the Pacific Islands, the Northern Mananas, Laos, 
Cambodia, and laiwan 


Type of Legal Lridty 


bole 


Race 

Total 

Corporation 

Partnership 

Proprietorship 

Total 

382,713 

176,012 

43,620 

163,073 


(100.0) 

(100.0) 

(100.0) 

(100.0) 

Asian 

77,536 

41,037 

6,050 

H),449 


(20 3) 

(23 3) 

(13 9) 

(18 7) 

Black 

118,342 

51.390 

604 

66,348 


(30 9) 

(29 2) 

(1 4) 

(40 7) 

Spanish 

130,072 

46,952 

26,218 

56,902 

(34.0) 

(26 7) 

(60 1) 

(34 9) 

Other 

56,763 

36,633 

10,756 

9, )74 


(14 8) 

(20 8) 

(24 6) 

(5 7) 


Note Estrmaies are derived from a sample of the Small Business Data Base Master establish- 
ment List (MEL) of more than 8 1 million establishment and enterprise records The MEL is 
created by matching two commercially available sources, the Dun's Market Idcntilier file from 
Dun and Bradstreet with the Market Data Retrieval file, a "Yellow Pages" telephone Itsling 
Estimates for various classiticalions of data differ sliglitly because some respondents did not 
answer all questions 

Detail may not add to total because of rounding Percentages shown m parentheses 
Source Small Business Data Base, Ownership Characteristics Survey, 1 984 


abiy in nontraditional areas of business. This is reflected 
on a small scale in construction, manufacturing, and 
wholesale trade, which minority firms have entered as a 
result of government incentives. 

Finally, minority-owned firms have responded suc- 
cessfully to government incentives to improve their 
shares of federal prime contracts since 1983, Therelore, 
their more modest improvement in subcontracting since 
1 980 may result from a lack of opportunity rather than an 
inability to compete at that level of procurement. 
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Table A.S Number and Percent of Enterprises m the Small Business Data Base by SBA Regions and Race of Owner-Operator, 
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Rcrbons at EnUcproncundl Apt\ 19^2 cwd 1977- 1 9in 


SL*lM:ni[)loyed Perstjns 
Per 1 ,000 Persons o) 

Sell-Employed Persons Resrdent PopuUilion Enlrepreneunal Age’ 

( 1 housa ndb) ( T f lou sa nds) 


Year 

White 

Non white 

White 

Nornvliite 

While 

Non white 

1983 

7,072 

30 3 

134,374 

24,238 

46 

2! 

1982 

6,788 

474 

133,093 

23,662 

44 

20 

1981 

6,616 

481 

131,303 

22,993 

44 

21 

1980 

6,3 39 

460 

149,693 

22,239 

44 

21 

1979 

6,333 

4 36 

147,()82 

21,271 

43 

20 

1978 

3,997 

432 

145,31 1 

20,621 

41 

21 

1977 

3,721 

39 3 

142,917 

19,982 

40 

20 

1972 

3,034 

332 

1 31,021 

16,939 

38 

20 


’Persons of "enlrepreneurial age" range fr{)m lb lo 90 years 

Source U S Deparlnient of Commerce, Bureau ot the Census, Riclimuhirv t'sOrnares ot the 
PopultUion of the United SUHos by A^e, Sex .md /?acc 1970 to (Washington, D C 
GovernrnenI Printing Office, 1982), Table 2; idem, Cbtmwtes of the Popubtion ot the United 
Stfitcs by Age, Sex nnd Rdce 1 980 to 1983 (Washington, D C Government (Printing Oltice, 
1984), Table 2, U S Deparlrnenl of Labor, BLiroau ot Labor Statist ics, Bulletin 209b. Labor 
Force Statistics Derived from the Current Population Survey A Da faboo/r (Washington, D C : 
Government Printing Office, September 1 982), 1 :bl5-i 1 , and idem, special tabulations of the 
Current Population Survey, 1982 and 1981 


Table A.1 0 Numbet of Self-Employed Persons Per 1,000 Wn^c cwd Salary Work- 
ers, 1972, 1977-1983 


Year 

Self-Employed 

Persons 

(Thousands) 

Wage-and-Salary 

Workers 

(Thousands) 

Self-Ert>ployed 
Persons Per 1,000 
Employees 

While 

Nonwhite 

White 

Nonwiiilo 

White 

Non white 

1983 

7,072 

303 

78,454 

11,145 

90 

45 

1982 

6,788 

474 

77,600 

10,802 

87 

44 

1981 

6,616 

481 

78,616 

10,926 

84 

44 

1980 

6,5 39 

460 

77,702 

10,826 

84 

42 

1979 

6,333 

436 

77,4)7 

10,788 

82 

40 

1978 

5,997 

432 

75,426 

10,327 

80 

42 

1977 

3,721 

393 

72,484 

9,636 

79 

41 

1972 

3,0 34 

332 

64,674 

8,111 

78 

41 


Source U.S Department of Labor, Bureau of Laboi Statistics, Bulletin 2096 Labor force 
StatibtiLb Denved ft am the Current Population Survey. A Databook (Washington, D C Gov- 
ernment Printing Office, September 1 982), 1 ’615-31, Table B- 1 b, idem, special tabulations of 
the Current Population Sutvey, 1982 and 1983 



Tabie A.T T Characteristics of Self-Employed Workers by 
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ness Inveslment Companies, FY 1977— FY 19li4 (Amounts in Millions at DoHais) 


Year 

All SBIC-, 

501 (cl)' 

SBICs f July 

301 (d)s as a Percent 
ot Total 

Number 

Amount 

Number 

Amount 

Number 

Amount 

January— June 1984 

1,883 

243 9 

565 

40 5 

30 0 

16 6 

January-June 1983 

1,702 

238 6 

408 

27 2 

24 0 

11 4 

1983 

3,247 

468 8 

783 

55 9 

24 1 

1 1 9 

1982 

2,941 

369 9 

764 

47 0 

26 (J 

12 7 

1981 

3,170 

387 1 

742 

54 4 

23 4 

14 1 

1980 

2,637 

337 4 

547 

42 2 

20 7 

12 5 

1979 

2,698 

315 2 

441 

35 1 

16 3 

11 1 

1978 

2,550 

264 6 

463 

32 0 

18 2 

12 1 

1977 

2,510 

228 9 

419 

22 6 

17 5 

9 9 


‘301 id) SBICs (MCSBICs) are SBICs authonzecl solely to assist small firms owned and (operated 
by socially or economically disadvantaged persons These companies can be established 
industrial or financial concerns, community or business organizations, or private or public 
investors 

Source. U S. Small Business Administration, Investment Division. 




Table A.14 Federal Prime Contract Actions Over $10,000 to All Small and Small Minority Business, FY 1982-FY 1983 

FY 1982 FY 1983 
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Table A.1 5 Federal Prime Contract Actions Over $10, 000 to All Small and Small Minority Business by State of Performance, FY 198 

FY 1982 FY 19Bi 
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Table A .1 6 Federal Prime Contract Actions Over $10,000 to Small Minority-Owned Business by Product or Service C^tesory FY IS 
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Synopsis 


Introduction 



Procurement 


Nineteen eighty»four was an important year for new federal procirre* 
ment legislation and regulations which replaced or strengthened exist- 
ing requirements. New regulations took effect early in 1984, 
complemented by the enactment of procurement statutes that will 
have a major impact on the government- wide procurement process. 
The new legislative and regulatory actions promise greater opportuni- 
ties for the small business sector in competing for government con- 
tracts in the next few years by simplifying the procurement process. 

The small business share of total government procurement declined 
in FY 1983, both as a percentage of the total purchases of goods and 
services and in absolute dollar volume. However, the small firm expe- 
rience with most procurement centers has been, on balance, posilfve 
over the past five years. Since FY 1979, the small firm share of actions 
over $10,000 has increased In one-half of the major purchasing 
organizations. 

Public Law 97-219 requires the 12 federal agencies with extra- 
mural obligations of $100 million or more (o establish a Small 
Business Innovation Research (SBIR) program. Phase I awards average 
up to $50,000; the most promising idetis arc embodied in second 
phase awards averaging up to $500,000. Where appropriate, there is a 
third phase in which commercial applications are developed using 
private capital; this phase may also Involve government production 
contracts. The program calls for SBIR awards to total 1.25 percent of 
extramural R&D obligations by the fourth year in civilian agencies and 
by the fifth year in the Department of Defense. 

Total SBIR awards exceeded $44 million in FY 1983, were $110 
million in FY 1 984, and will be almost $200 million in FY 1 985. The FY 
1983 and FY1984 solicitations resulted in 16,623 proposals and 1,742 
Phase I awards. The number of Phiise II awards Is expected to be about 
50 percent of the number of Phase I awards. Overall, the SBIR pro- 
gram has stimulated high quality proposals and research. 


The U.S. Government has been buying goods and ser- 
vices for more than 200 years. However, federal pro- 
grams to assist small businesses in selling goods and 
services in this endeavor are a recent phenomenon. In 
1 942, programs were estabi ished to assist smaller manu- 
facturing firms in obtaining government contracts to sup- 
ply materials for the war effort. Since that time, 



Federal 
Procurement: 
Fiscal Year 1983 


expanded to include virtually all federal agencies. In 
addition to procurement assistance programs tor small 
businesses, a number of programs emerged that im- 
proved working conditions and favored domestic tirms 
and minority segments of the business population. These 
programs are aimed at helping labor surplus firms, mi- 
nority-owned businesses, veterans, women, and handi- 
capped entrepreneurs, which compete with each other 
fora share of total federal procurement. In total, approxi- 
mately 45,000 to 50,000 individual firms have compet- 
ed successfully for a share of the Federal Government 
market J 

In Fiscal Year (FY) 1983, the Federal Government pur- 
chased about $170.1 billion m goods and services.'^ 
Nearly 29 percent of this amount ($49 billion) went to 
small businesses, of which $29 billion was provided 
through prime contracts directly between small busi- 
nesses and the purchasing agency. The remaining $20 
billion was through subcontracts, wheicby small firms 
work with other prime contractors.^ Minority-owned 
businesses account for a small, growing segment of the 
federal contracts market, totaling $3.2 billion in awards 
in FY 1983, twice the level five years ago.’ 

In FY 1983, the dollar threshold for reporting detailed 
information on Department of Defense (DOD) procure- 
ment actions increased from over $10,000 to over 
$25,000.^ The DOD reported details on actions of over 
$25,000 for FY 1983, while civilian agencies continued 
to report actions over $10,000, Accordingly, prime con- 
tract actions are understated for FY 1983 in comparison 
with previous years; data for FY 1982 and prior years 
reflect actions over $10,000. 


’ Research Dimensions, Inc , An Analysts of Smaller Tirm Partretpation 
tn Federal Contracting, FY 1981, Office of Advocacy, U S. Sin all 
Business Aclminislration, Award No SBA-6048-OA--82. 

^Federal Procurement Data Center, Standard Report, April t, 1984 
and Special Report 1226A, July 26, 1984, Department of Defense, 
Report No. P03, Prime Contract Awards. 

^Based on data collected by the Office of Procurement Assistance, 
U.S. Small Business Administration, as reported by selected agencies 
and departments 

•^Federal Procurement Data Center, Special Report 1226A, July 26, 
1984 

^Section XX)~Procurement Management Reporting System, Section 
2 1-1 02(b), Defense Acquisition Regulation, Department of Defense, 
1983 DAC 76-46, August 24, 1983. 
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Total Procurement Dollars 
$m2 Billion 



Total Procurement Actions 
21 , 109,144 


Source, ledernl Procinemenl Datii Conler, Standard Report, April I, 1904 


Size of Focleial Government purchasing activities are characterized by a 
Cfj/7/racMc//o/7s relatively small number of large purchases. In FY 1983, 
actions of over $1 0,000 accounted for nearly 9 ] percent 
of the total dollar volume for the year (Chart B.l)/' This 

^’Thc nomenclature used m a discussion of rcderiil Government pro- 
curement delta Is contract actions, which difrer from initial contract 
awards because an initial contract may involve more than one con- 
tract action. A modification toon oritiimil contract award is a separate 
action, for example, and may involve the obligation or cfeohjigntion 
of funds. 




sanob Of uoiiarb) 



Total 

Small 

Business 

Contracts 

Small 

Business 

Share 

(Percent) 

Actions Over $10,000 

$154,206,228 

$21,757,837 

14 t 

Actions Under $10,000 

15,861,846 

7,159,936 

45 4 

Total 

170,060,074 

28,957,773 

17.0 


Source Federal Procurement Data Center, Special Report 1226A, July 2b, 1984, and Federal 
Procurement Data System Standard Report, Fiscal Year 1983 Fourth Quarter, April 1 , 1 984, 
and Department of Defense, Department of Defense Prime Contract Awards, F tscal Year J981 


amount, however, represented only 2 percent of all ac- 
tions, Also influencing this imbalance is the Federal Gov- 
ernment's frequent requirement to earmark large outlays 
for special efforts, such as national defense and space 
exploration. 

Small firms are most successful in competing for smal I- 
er awards. Small firms, for example, were awarded 
slightly over 45 percent of the dollar volume of awards 
under $1 0,000 in FY 1 983 (Table B. 1 ). In contrast, small 
firms accounted for only 14 percent of awards in excess 
of $10,000. 


Distribution of 
Prime Contract 
Actions 


Over three-fourths of the dollars in awards over $1 0,000 
goto large businesses. Small business received nearly 14 
percent (Chart B.2) ^ The contracts awarded to nonprofit 
institutions amounted to $5.9 billion in FY 1983 and 
comprise nearly 4 percent of all federal procurement 
actions in excess of $10,000. The group that comprises 
the "other recipients" category includes purchases from 
outside the United States. 


Methods of A substantial portion of procurement dollars over and 
Procurement under $10,000 is awarded under a noncompetitive ne- 
gotiated method of procurement, whereby the Covern- 


^The small business share referenced here and in Chart B.2 is based 
upon data provided in FPDC Standard Report of April 1, 1984 for 
awards in excess of $1 0,000. These figures are not comparable lo Ihu 
small business share ($29 billion and 17 percent) mentioned pre- 
viously tn this section because the latter figures are based on awards 
from FPDS Special Report 1226A and adjusted for civilian actions of 
less than $10,000 and Department of Defense actions of less than 
$25,000. 



Educational Institutions 



Procurements Over $10,000 
$1S2.3 Billion 

Note Small lirms are tielined here as firms with fewer Ilian SOO employees. 

Source federal Procurement Data Center, Standard Report, April 1 , 1 904 

ment solicits an offer from a single source {Chart B,3). 
Competitive negotiated procurements require that both a 
technical and cost proposal bo submitted in response to a 
solicitation. Although the competitive negotiated proc- 
ess is obviously a greater cost burden to a small business, 
it does offer small firms the opportunity to demonstrate 
theircapabilities in both technical and cost effectiveness 

Trends in Small The small business share of federal procurement oxpen- 

Busincss dilures decreased in FY 1983, Contract actions ot 

Procurement $10,000 and over totaled $154.2 billion forFY 1983, an 

increase of 1.4 percent over the previous year and the 
lowest increase in the dollar volume of these awards 
since FY 1979,® Small firms iiccounted for $21 .8 billion 
of all federal contiact actions over $10,000 in FY 1983, 
or 14.1 percent of the total (Table B.2). Although the 
small business share of these awards has been relatively 
stable since FY 1 979, the FY 1 983 level of $21 .8 billion 

"l-lisiorital procuromenl data exiil in the most accurate and clotailed 
form only for prim e-con Iracl awards of $ 1 0,000 and over. With the 
exception, noted earlier in this section, of the $2S,000 reporting 
Ihicshold for the DOD in fY 1903, suiisequenl discussions of the 
small business share of government procurement wiK bo based on 




represents the first decrease tn absolute dollar volume in 
the small business sector since the FY 1 979 bencbmarlt. 

A large part of the apparent decrease in the small btrsi- 
ness percentage can be attributed to the shift in DOD 
reporting requirements. Based on Federal Procurcmc'iit 
Data Center figures for the past five years, it is estimated 


awards in excess of $10,000 Because prime contract awards also 
include awards to non-business institutions such as universities and 
other nonprofit organizations, the relative shares of prime contrnc t 
dollars to small business may not coincide with the percont^'i^os 
developed by the individual agencies and departments for other rc- 
porting purposes 
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r iscal 

Year 

Total 

Small 

Business 

Contracts 

Small Business 
Sha re 
(Percent) 

1981 

$1 54,206, 22« 

$21,757,837 

14 1 

1982 

152,037,586 

23,355,024 

15 4 

1981 

128,576,831 

19,827,900 

15,4 

1980 

100,797,468 

15,293,945 

15 2 

1979 

88,207,804 

13,969,946 

15 0 


Source reder,il Procuremenl Data Center, Special Report 1226A, July 
26, l‘J(i4 


that approximately $2 to $3 billion in actions between 
$10,000 and $25,000 is not included in the DOD figures 
for FY 1983. Of these totals, an estimated $1 billion in 
prime contract awards to small firms is excluded from the 
data. 

However, despite the statistical change in DOD re- 
porting requirements from FY 1982 to FY 1983, it is clear 
that there was no increase in DOD purchases from small 
business in FY 1983. This was undoubtedly due to the 
changing mix of procurements in FY 1983, with large 
amounts committed to the procurement of major sys- 
tems This type of procurement has not traditionally been 
linked with small business vendors. 

The DOD and two civilian agencies make up the core 
of purchasing power in federal procurement (Table B.3) 
In FY 1983, the DOD accounted for 80 percent of all 
prime contiact dollars in awaidsover $10,000, followed 
by the Department of Energy (8 percent) and the National 
Aeronautics and Space Administration <4 percent). The 
remaining agencies and departments combined account- 
ed for 8 percent of the dollar volume of all prime contract 
actions (Chart B.4). 

From FY 1979 to FY 1983, the dollar volume of prime 
contract actions over $10,000 increased 75 percent in 
the aggregate for agencies and departments. In the same 
period, the dollar volume for the DOD grew 92 percent. 
Thus, the importance of the DOD has grown perceptibly 
from 73 percent of the total prime contract dollars in FY 
[979 to 80 percent in FY 1983. 

The small business share of DOD procurement has 
generally kept pace with the overall growth in DOD 
procurement (Chart B.5). Prime contract actions in the 
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National Aeronautics 



Department of 
Defense 


National Aeronautics 



DOD grew by art average annual rate of nearly 30 pei- 
cent from FY 1979 through FY 1982 and by just under 2 
percent from FY 1982 to FY 1983. In comparison, llio 
small firm share of DOD awards also grew at an avcrngr? 
annual rate of 30 percent from FY 1979 through FY 1 982 , 
but declined 10 percent over the FY 1982-FY 1983 
period. 

In the 30 major procurement departments and agen- 
cies of the Federal Government, the small business sector 
accounted for more than one-fourth of the FY 1 983 prime 
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Doparlmenl of Defense Contract Actions Over $10,000 
□ Total Actions Small Business Actions 


Note $17 4 billion in small business actions mFY 190.) isaneslimnle Seefootnme7, supra 
Source rocleral Procurement Data Cenloi, Special Rojsoit I226A, luly 24, 1904 

contract dollar volume. Since FY 1979, the small busi- 
ness share of these awards has increased in one-half of 
the major purchasing organizations. 

Prime Contract The purchases of the various agencies and departments 
Aciiom by Major encompass a myriad of goods and services, from sophis- 
Pioducl/Scivice licaled weapons systems to the more mundane require- 

Scctori ments of military base maintenance and general 

housekeeping services (Chart 13.6). Over one-half (54 
percent) of the dollar volume of these awards is allocated 
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$88.28jl(ion 

FY1979 



Supplies and 
Equipmeml 


Source Federal Procurement Data Center, Specral Report 1274, August 21, 1904 


for the acquisition of supplies and equipment, followed 
by other services (25 percent) and research and develop- 
ment (14 percent), and construction (7 percent). 

Since FY 1979, awards for supplies and equipment 
grew more rapidly than either of the remaining throe 
categories. The FY 1983 expenditures for supplies and 
equipment represent an increase of nearly 87 percent 
over the FY 1979 level. For the same period, research 
and development (R&D) awards increased 70 percent, 
other services increased 67 percent, and construction 
increased 39 percent (Table B,4). 


- — r n-ifLv, ij Ljy I yfja ut rftfuuct or 

Sen ice, FY 1979 and FY 198J (1 homand^ of Dollars) 



FY 

1M79 

FY 

1983 

Percent Change 
in Dollars 

FY 1979-FY 1983 

Research and Development 

Total 

12,791,686 

21,697,405 

69.6 

Small Business 


1,015,494 

19.7 

Percent ot lolal 

6 6J 

4.68 

— 

Construction 

Total 

7,547,642 

10,460,545 

38.6 

Small Business 

1,600,932 

5,446,464 

51.2 

Percent of Total 

47 71 

52 07 

— 

Other Services 

Total 

23,249,461 

38,791,524 

66.85 

Small Business 

3,038,070 

5,116,933 

63 38 

Percent of Total 

13.07 

13.19 

— 

Supplies and Equipment 

Total 

44,619,015 

83,256,754 

86.6 

Small Business 

6,475,073 

10,176,946 

57 2 

Percent ot Total 

14.51 

12 23 

— 


Source Fetlernl Procurement Data Center, Special Report 1274, August 21, 1984 


Awards to small firms have kept pace only in the sector 
providing construction and other services. The small firm 
share in the remaining two categories declined slightly 
over the FY 1979-fY 1983 period. In R&D, the dollar 
volume of prime contract awards to small firms grew 20 
percent from FY 1979 to FY 1983, while the total sector 
grew 70 percent. Thus, the small firm share decreased by 
nearly 2 percentage points. Similarly, small firms did not 
faro well in the procurement of supplies and equipment, 
where awards to small businesses grew at a rate of one- 
thiid less than (ho sector aggregate. As a result, the small 
business share of this market decreased slightly more 
than 2 percentage points over the period. In construc- 
tion, small firms managed to increase their share over the 
past five years, from 48 to 52 |>ercent ot federal contracts. 


Prime Conliaci 
Actions by 
Product/Seivicc 
Calcgory 


Table B.5 presents the small firm share of prime contract 
actions for product and service categories in detail for 
each year since FY 1979. The data in the table show that 
small firms were more successful in obtaining larger 
shares of prime contract dollars for supplies, equipment, 



Table B,5 Small Business Share of Contract Actions Over $10,000 by Product or Service, FY 1979^FY 1983 
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^nhcontri^Llm^ to 
Smdff 


Recent legislation 


competing for research and devciopnicnl proi inontent^. 
In FY 1983, over one-hal^ ol research and cl('Vcl()[)nionl 
expenditures were allocated to defense systems, ajxl an 
additional one-fourth were applied toward spaci' 
technologies 


The small business share of Icdeial prime contrac I dollars 
IS presented on a state-by-state basis for FY I i in 3 able* 
B 6, and is detailed further by major pKJcliK l/s('rvK o 
category for each slate in Tabic B 7 As an added dimt^i- 
Sion for general comparative purposes, the sm<ill i)L/si- 
ness share of total state employment is inc luded ir> I al)l(' 
B 6 as well Of the data presented in the two taldes, llu* 
most prominent aspect of small business pc?rfofmarK v is 
Its ability to win a hjghei poicenlage ol consljuction 
awards than other major product/scrvic e catogoiies, a 
fact that IS consistent throughout the state data. Bee a use 
these data are only for establishments in the 50 stales and 
the District of Columbia, the small business peicenlag(*s 
are greater, particularly for construction. 


Table B,8 contains data on the performance ot stdeu tcnl 
federal agencies reporting subcontiact awaids foi I Ys 
1981, 1982, and 1983. Data are available only from 
agencies that project a total procurement volume (ex- 
ceeding $10 million per yeai. In addition, the figun^s 
reflect awards for prime contracts in excess ol $500,000, 
(^cept for construction awards, which include (Jiily 
those actions exceeding $1 million. 

Many smaller firms prefer subcontracting woik 
cause the bulk of the burdens created by govoinmiMil 
other administrattve loquiromonts l.ill on 
the shoulders of prime contractors. On the oilier hand, 
small firms risk being displaced during tight ccononiK 
periods when prtme contractors tend to do the subcon- 
tracting portions themselves. Despite the pitlalls of sub- 

registeied increases in 
virtually all agencies reporting such data. 


meiiTodfcJ^l'L^'^Tr aj>ignificant year for pi-oc.utc'- 

effect for rnan?!/^ regulations that had been in 

rtet tor many years were changed. The new Federd 

businesses were eSSe Co^SiJ^^^ 





. -V, iiiu TT I yob ucparlniGnl ot 

Detenso Autlioti^alJon Ac t (P. L. 9ti-525), and the Small 
Huhinoss and Fc'dornI Piocuremcnt Comiiehtion En- 
hancement Act (if T984 (P L 90-577) 

Com(icuiion in Many features c>t this statette were proposed by the Office 
Contracting Act of Federal Procuiement PoJjcy as lonf> ago as 1 900. Some 
ol the signilitani procedural changes made by this statute 
arc 

Putting the formally advertised and negotiated meth- 
ods of proem emeni on a level of ec|ua( prctcrence, 
with no rec|ujrcment for contracting offices to make 
determinations and findings to justify use of 
nc'gotialion, 

Limiting the use of noncompetitive procurement 
methods to seven circumstances, each requiring jtis- 
litication and authorization by progressively higher 
levels (depending on the size of the contract) in the 
procuring agency; 

Lowering the contract dollar threshold for a con- 
lidctor to provide certified cost and pricing data 
ftom $500,000 to $100,000; 

Ptovicling .special rules foi resolving bid protests 
and contiactual disputes involving automated data 
piocessing equipment; 

Instituting an advocate for competition in each 
executive agency; and 

Recognizing by law (he General Accounting Of- 
fice (GAO) authority to resolve bid protests and 
strengthening its entorcement power to establish 
mandaloiy lime deadlines, require contracting 
agencies to stop contract award or performance un- 
til bid protests are icsolved, and recommend reme- 
dies such as award of attorney fees 

fhcal Yoai I VII') Also known as the Dotonsc Procurement Reform Act of 
Deiiailmoni ol I9f54, Title XII of the FY 1985 Department of Defense 

Dclvinc Aulhoiizalion Act was enacted to control the abuses in 

Aulhoii/alion Act spaie parts jriicing that have received public attention in 
recent months and to introduce more competition into 
the fcdeial piocuremcnt process. Generally helpful to 
smalt conliactois, some of the reforms include; 

Imposing new rcc|uiiomonts for planning for pro- 
curement of supplies and future comijetition; 

Imptoving procurement procedures, including 
designation of an advocate for competition, and es- 
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Business Share of Prime Contract Actions by Principal Place of Pertormance and Maior Product or Service Catesorv 
1983 (Thousands of Dollars) 

Total Prime Research Supplies 
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product lists; 

Authorizing regulations to govern allocation of 
government and contractoi rights in technical data 
delivered under contracts funded by the Federal 
Government; and 

Validating contractors' claims of proprietary 
rights on data 


The Small 
Business and 
Federal 
Procurement 
Competition 
Enhancement Act 
of 1984 


The spare parts reform statute is aimed at enhancing 
small business participation in federal procureincnt, par- 
ticularly in spare part contracts. This act contains provi- 
sions almost identical to those in the FY T985 
Department of Defense Authorization Act and makes 
these provisions apply to federal civilian agencies In 
addition, the following provisions were added: 


Requiring federal procurement regulations, pro- 
cedures, policies, and forms to be subject to a no- 
tice-and-comment period before taking effect, if 
they would have a "significant effect beyond the 
internal operating procedures of the agency," or 
would have a "significant cost or administrative im- 
pact on contractors." This provision is the "other 
law" which triggers applicability of the Regulatory 
Flexibility Act (5 U.S.C. Section 601 ctscq , P.L. 95- 
354) to the affected fcdeial procurement 
regulations. 

Imposing special requirements foi price negotia- 
tion of noncompetitively obtained items These 
changes include specifying the incuired overhead a 
contractor may allocate to such items and icquiimg 
the contractor to identify items it did not manufac- 
ture or to which it did not contribute significant 
value. 

Assigning the SBA Breakout Procurement Center 
Representatives (BO/PCR) to all "majoi procure- 
ment centers," defined as those DOD centers that 
awarded contracts for items other than commercial 
Items totaling at least $150 million in the preceding 
fiscal year, and such other procurement centers as 
designated by the SBA Administrator 

Among other duties, BO/PCRs are authorized to 
attend provisioning and other evaluation confer- 
ences, where decisions are made about how spare 
parts for major systems will be acquired and to eval- 
uate restrictions on competition and make recom- 


elimintU(.'(t l3()/F’CFis may also obtain enough gov- 
einmenl-owned data to allow a contracting agency 
to issue a competitive solicitation and to review un- 
solicited engineering proposals to determine wheth- 
er the implementation of these ideas would result in 
lower costs to the Government. 

Sma// iJi/sines*. The Small IBusiness Innovation Development Act of 1 982 
innovnuon (Public Law 97-2 1 9) required each federal agency with 

Rcsa,}rch extramural R&D obligations of $100 million or more to 

establish a Small Business Innovation Research (SBIR) 
program, beginning with FY 1983. Responding to R&D 
topics developed by the agencies, small firms with the 
best proposals receive awards averaging up to $50,000 
foi a first phase for delctmining, insofar as possible, the 
scientific and technical merit and feasibility of ideas. 

The nrost promising ideas are embodied in subsequent 
awards avciaging up to $500,000 foi a second phase to 
furthei develop the proposed ideas to moot the particular 
program ncccis. The funding of these ideas takes into 
consideration the scientific and technical merit and feasi- 
bility evidenced by the first phase. Where two or more 
proposals are evaluated as being of approximately equal 
scientific and lochnfcal meritanci feasrlrility, special con- 
sideration is given to those proposals that have nonfe- 
clcra! capital commitments for a third phase. Total SBIR 
awaicls exceeded $44 million in FY 1903, were $110 
million in FY 1984, and will be almost $200 million in FY 
1985. 

Whole appiopriato, there is a third phase in which 
nonfecletal capital pursues commercial applications of 
the research or research and development and which 
may also involve follovv-on production contracts witli a 
federal agency, not using SBIR funds, for products or 
processes intended for use by the United States 
Government. 

The extramural R&D obligations that trigger the estab- 
lishment of an SBIR program also determine the size of 
the program Civilian agencies begin at 0.2 percent of 
extramuial R&D obligations, increasing to 0,6 percent 
the second yoai, 1.0 percent the third yeai, and 1.25 
pcttenl thereafter. The Department of Defense (DOD) 
began at 0.1 percent the first year, increasing to 0.3 
|)erccnl the second year, 0.5 percent the third year, 1 .0 
peiccnt the fourth year, and 1.25 percent thereafter. 

In determining extramural R&D obligations as a base 
foi the size of the SBIR programs, the act provided a 



agement and Budget (OMB) Circular No A- II on (he 
"Preparation and Submission of Budget Estimates," 
which IS the basis of total R&D obligations given in "Spe- 
cial Analysis K' Research and Development" in The Bud- 
get of the United SUita Government The agencies 
subsequently submit to the National Science Foundation 
(NSF) breakdowns of total R&D obligations into intra- 
mural and extramural R&D obligations, which are pub- 
lished in Federal Funds for Research and Development, 
now in Its thirty-third year of publication, 

The breakdowns of total R&D obligations into intra- 
mural and extramural R&D obligations arc given in Ta- 
bles B.9 through B.11 for Fiscal Years 1983, 1984, and 
1 985. It should be noted that these figures redect a thice- 
year cycle: the FY 1985 figures are initial estimates, the 
FY 1984 liguros reflect Congressional appropriations, 
and the FY 1983 figuies are actual obligations 

The extramural R&D obligations in Tables B,9 ihiougli 
B 1 1 provide the basis for the calculations by the Small 
Business Administration (SBA) of the required SBIR pro- 
gram sizes in Tables B.12 through B, 14 for the three 
fiscal years, with three exclusions from the base of extra- 
mural R&D obligations. For the Agency for International 
Development, it does not include amounts obligated 
solely for general institutional support of international 
research centers or for grants to foreign countries. This 
exclusion has thus far prevented the Agency lor Interna- 
tional Development from establishing an SBIR program. 
The second exclusion is 10 percent for intelligence R&D 
by the DOD. The third exclusion is the atomic energy 
defense programs of the Department of Energy (DOE), 
which agrees with the SBA that the exclusion comprises 
naval reactor development, as well as defense programs 
(atomic energy defense activities). The excluded DOE 
extramural R&D obligations are: 

FY 1983 $1,660,595,000 

FY 1984 $1,920,8(9,000 

FY 1985 $2,137,120,000 

Finally, Tables B.12 through B.14 show SBIR appropri- 
ations for the National Aeronautics and Space Adminis- 
tration, which are greater than the requiiements of the 
act 

The agency awards given m Tables B, 1 2 through 13.1 4 
exclude awards by other agency technical programs in 
response to SBIR proposals and exclude expenditures for 


SBIR prt)gidm suppoit (e g., outfeach), because they do 
not meet the intent of the act, in the judgment of the SC A, 
even though they are with small business concerns spe- 
cifically in connection with a small business innovation 
research program which meets the requirements of the 
Small Business Innovation Development Act of 1982. In 
the case of the National Science Foundation, such 
amounts are 


FY 1983 $327,000 

FY 1984 $133,450 

FY 1985 $150,000 

Because of the three-year cycle in estimating extra- 
mural R&D obligations, and consequent changes m the 
SBIR base, differences between SBIR requirements and 
awards are to be expected. For this reason, the best way 
to ensure that requirements are met is to maintain a sim- 
ple system of surpluses and deficits to be made up in later 
years (Tables B.12 through B,14). In this way, the SBIR 
programs can proceed on the basis of the best available 
estimates and ultimately agree with the percentages 
(sped lied by the act) of the final figures for extramural 
R&D obligations. 

In FY 1983, the DOD and the NSF had substantial 
surpluses because of Phase 11 awards from preceding 
programs. Beginning with FY 1984, the DOD has taken 
the position that not all of Iho R&D obligations reported 
by the DOD totheOMBand the NSFshould be included 
in llio SBIR base. The SBA calculates that the FY 1983 
sill plus ($5.2 million) was 57 percent of the FY 1984 
deficit ($9.1 million) and the FY 1905 deficit will be 
$3.5 6 million; discussions between the DOD and the 
SBA are continuing on this matter. 

As piojectod hy the SBA, the Department of Transpor- 
tation (DOT) will be the only agency with a deficit for 
each of the three fiscal years, although it is one of the 
agencies whoso FY 1985 cslimatcd fiinding of awards 
reflects Congressional appropriations, while the estimat- 
ed required funding, being an initial estimate, does not. 
Beginning with FY 1 984, the DOT wishes to revise the 
data on extramural (but not total) R&D obligations it has 
submitted to the NSF. This matter will bo resolved by the 
DOT and the NSF. 

The Department of Education became the eleventh 
SBIR agency during the course of FY 1 983 . In spite of the 
late start, the Department finished the year with a 55- 
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Required 

Agency 

Awards 

Surplus 
or Deficit 

Total 

$35,816,024 

$44,463,074 

$8,647,050 

Department ot Defense 

$14,932,818'’ 1 

S 20, 140,4 11 

$5,207,593 

Department ot Health and Human Services 

6,637,316 

7,300,737 

663,421 

Department ot Lnergy 

5,237,076'> 

4,988,870 

-248,206 

National Aeronautics and Space 




Administration 

4,945,000^ 

4,945,000*' 


National Science foundation 

1,862,468 

5,173,000 

3,310,532 

Department ot Agriculture 

577,050 

555,376 

-21,674 

Department ol Transportation 

544,316 

253,420 

-290,896 

Nuclear Regulatory Commission 

367,874 

339,226 

-28,648 

Environmental Pioleclion Agency 

294,990 

248,003 

-46,987 

Defjarlmenl o( the Interior 

216,824 

208,026 

-8,798 

Department of Education 

200,292 

311,005 

1 10,713 

Department of Commerce 

— 

— 

— 


‘Wtei a deduction of 10 percent for inleHiyence R&D 
^Cxctuding defense programs and naval reactor development 
^Appropriated 


Sources: Requirements compiled by U.S Small Business Administration from \J. S Nationaf 
Science Foundation, Fedetnl Funds tor Research and Development Frscai Years 1983, t984, 
and t985 (Washington, DC US Government Printing Office, forthcoming), which is 
reconcilable with "Special Analysis K. Research and Development" in The Budget of the 
United Stales Govemmeni, Fiscal Year / 935 (Washington, D.C.: U.S, Government Printing 
Office, January 19B4) Awaids from agency Small Business Innovation Research offices 


(he (welfth SBIR agency during the course of FY 1984, 
too late for a solicitation in that year. However, the FY 
1984 deficit will be made up in FY 1985. 

The numbers ot SBIR proposals and awards are given 
in Table B. 1 5. The FY 1983 solicitations produced 8,799 
proposals and 784 Phase I awards, a ratio of 1 1 .2 propos- 
als per award. The number of Phase II awards resulting 
from these solicitations is expected to be 372, or 47 
percent of the number of Phase I awards. The FY 1 984 
solicitations produced 7,824 proposals and an expected 
958 Phase I awards, a ratio of 8.2 proposals per avvarcl, 
loss than the ratio of 1 1.2 for the FY 1983 solicitations, 
but still equal to the ratio experienced by the prototype 
NSF program. 

The SBIR program has stimulated high quality propos- 
als and research, which have produced excitement with- 
in the research and development community. The Small 
Business Innovation Development Act promises to be rot 
only a landmark in small business legislation, but also a 
contribution to the technology base of the Nation. 



Table B,13 Sm^fl Business Innovation Research Funding, FY 1934 Revised Estimate 




Table B.14 Small Business Innovation Research Funding, FY 1985 Estimate 
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Table B.15 Small Bus iness Innovation Research Proposals and Awards, FY 1983 and FY 1984 

FY 1983 Solicitattons FY 1984 
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Source: Agency SBIR program offices 


Appendix 


Synopsis 


Inlioduction 



The Small Business Data 
Base: An Update 


The Small Business Data Base (SBDB) was created to meet the Infor- 
matlonal needs of researchers and policymakers as they relate to the 
small business sector. This source of information is unique in that it is 
constructed to provide longitudinal and estabiishment data over time. 

In response to renewed interest in small business as a source of job 
creation, high-technology growth, and innovation, it became appar- 
ent that this sector warranted further attention. However, data from 
the regular programs of the major federal statistical agencies were 
inadequate to meet the analytical needs of policy analysts, Congres- 
sional staff, and other interested groups. 

The SBDB consists of three basic flics. The Master Establishment List 
(MEL), a mailing list of B.1 million businesses, represents virtually ail 
firms and establishments in the United States. The second file, the 
United States Establishment and Enterprise Mlcrodala file (USEEM), 
provides information on employment, sales, the enterprise-establish- 
ment relationship, and other firm characteristics for 1 976, 1 970, 1 960 
and 1982. The new U.S. Establishment Longitudinal Microdata 
(USELM) file, was developed for use In examining patterns of change 
In establishments and employment, The file has supplied data for 
analysis of job creation by four-digit SIC code, state, SBA region and 
census region, and by size of establfshmcnt and enterprise. Finally, the 
rinanclal Statement (FINSTAT) files provide financial Information on 
enterprises beginning in 1975. 

The SBDB is drawn from private commercial sources, primarily 
from Dun and Bradstreet, and has been used for a wide variety of 
small business analyses. The basic development of the SBDB is now 
complete. Progress has been made in identifying and eliminating prob- 
lem records. Future efforts will focus on improving the quality of the 
data and increasing user access, The SBDB can be an important tool 
lor those interested in public policy and tlic effects of changing eco- 
nomic conditions on small business. 


To meet the information needs of policymakers and eco- 
nomic researchers, the Office of Advocacy of the U.S, 
Small Business Administration (SBA) has been working 
for five years to develop the Small Business Data Base 
(SBDB). It is the only available set of information that can 
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detailed industry and specific geographic areas over 
time Most important, it permits the accurate documen- 
tation and reporting of the role of small business and its 
contiibution to the U.S, economy. 

The SBDB places no additional paperwork burden on 
the small business community and has been used to pro- 
vide data for several important projects: this year's Re- 
port on the State of Small Businessi analyses of the 
impact ot regulatory policy; a model for the job genera- 
tion process; the exploration of the effects of high-tech- 
nology industries on employment; and the evaluation of 
costs and benefits of proposed legislation. The SBDB was 
developed primarily from Dun & Bradstreet (D&B) 
sources. 

For most purposes, the file can be considered a "uni- 
verse file" encompassing virtually all of the employees in 
the nonfarm sectors of the economy.' 


The Small 
Business Data 
Base and Its 
Components 

Master 

Establishment List 


The Master Establishment List (MEL) consists of 8.1 mil- 
lion names and addresses of firms and establishments in 
the United States. It was created by matching the Dun's 
Market Identifier (DMI) file with the Market Data Retriev- 
al (MDR) file (a Yellow Pages telephone listing) in 1981 . 
The MDR portion lists 3.5 million businesses with name, 
address, geographic code, SIC code, telephone number, 
and industry. The DMI portion includes this information 
and provides statistics on employment, sales, and age of 
firm for an additional 4.6 million firms and establish- 
ments (Table C.1). 

Lists of firms from the MEL can be selected by industry 
(four-digit SIC), region, stale, SMSA, other county group- 
ings, and zip code. For the DMI portion, samples can be 
obtained by employment and sales class, years of com- 
pany operation and cnterprise/eslablishment relation- 
ship (independent branch, subsidiary, or owner). These 
lists and samples can be produced on computer tape or 
pressure-sensitive labels, and/or printed as regular list- 
ings foi mailing purposes. 


'For a more clelniled account of Ific tlevelopmenl and slrirclure of the 
Small Businesb Data Base, See The State of Small Business- A Report 
of the President (Washington, D.C.: U S Government Pnniing Of- 
fice, March ISfl4), pp. 405-442. See afeo "Constructing a Business 
Microdata Base for the Analysis of Small Business Activity," unpub- 
lished paijer [weparetl by Ihe Office of Advocacy, U S Small Busi- 
ness Adminisiration, November 1984. 



u.s. 

Eslablishmcnt 
and Entciprise 
Microdata 
(USEEM) 


USEEM as a 
Research Tool 


tor internal purposes, lu Auvucdcy lesuciiLn cutuumors 
for selections ot sample turns, and tor other SB A pioytann 
purposes. In accordance with lecenl legislation, the SBA 
makes its mailing lists available to certain outside users 
working in cooperation with SBA programs. 

The MEL tile is particularly adaptable as a sampling 
basis for surveys The Office ot Advocacy has completed 
a mail-out survey of business ownership characteristics 
(sex, legal form of business, ethnicity, and voteian status) 
and IS currently analyzing these suivey lesults The own- 
ership characteristics survey recently provided mailing 
label data used in a research study of capital and credit 
available to women- and minority-owned small busi- 
nesses. Mailing labels of veteran owners were delivered 
for use in a Veterans Employment and Training Program 
study of veteran-owned small businesses Dun and Brad- 
street, the data source tor the SBDB, used the survey 
results for a study of veterans' financial chaiacteristics. 


The USEEM file exists for each of the yeais 1 976, 1978, 
1980, and 1982. The total USEEM contains nearly 20 
million records (5 million per year). Based on the DMI 
files, this extiact file includes nearly all nonfaim busi- 
nesses with employees and includes variables such as 
employment, industry classification, age, and geograph- 
ic location for each establishment and firm. The file also 
contains information on the organizational status of the 
business (independent, branch, subsidiaiy, or owner) 


The USEEM tile has provided the basis lot rcseaich stud- 
ies sponsored by the Office of Advocacy as well as busi- 
ness size studies conducted by other federal agencies, 
The Office of Advocacy has analyzed USEEM data for 
industry studies ot establishment birth and death rates, 
such as plant closings. Extensive tabulations ol estab- 
lishment and job growth by firm size, industry level, and 
geographic area (state, SBA region, and Census logion) 
have been provided from the USEEM foi internal eco- 
nomic analysis. Specific establishment and job growth 
data for the manLifacturing industry in California were 
provided for a research study. 


^Candee L l l.irns, "Plant Closings, The MagniUtdo of the Proi)tcni'’ 
(Washington, D.C Working Papei No. 1 ), Bitsincss Miirodala Pro- 
lecl. The Brookings Insliliilion), July 198) 



u.s. 

establishment 

Longitudinal 

Microdata 

(US£LM) 


Financial 
Statement File 
(FINSTAT) 


capital tot veteian-owned enterprises used a UitbM 
sampie of establishments stratified by firm size m select- 
ed SBA regions; a study on high unemployment in the 
Great Lakes Basin and sources ot capital to new busi- 
nesses used similar sample data. Other samples provided 
the data for a West Virginia Board of Regents study of 
career-technical program needs and for research on the 
disappearance of small firms in food processing and re- 
lated wholesale industries. 

USEEM information is currently being used in a Na- 
tional Science Foundation (NSF) evaluation of the impact 
of the NSF's Innovation Centers Program on job genera- 
tion. A stratified sample of establishments was provided 
to the General Accounting Office for a survey in conjunc- 
tion with a study by the House Committee on Small 
Business on changing telephone regulations and their 
impact on small businesses. Data on )ob generation for 
the 50 largest SMSAs were used in a study by the Depart- 
ment of Housing and Urban Development. A Small Busi- 
ness Innovation Research pioject on job growth in high- 
tech industries also used SBDB data. 

The USELM tile was constructed from the cross-sectional 
USEEM files for use specifically in longitudinal analysis 
of establishment and job growth patterns. For example, 
the microdala on business behavior throughout the 
1976-1982 period permit the examination of patterns 
preceding establishment closings or following new es- 
tablishment openings. The recently developed USELM 
has provided tabulations for current and future studies of 
job generation in selected one-, two-, three-, and four- 
digit SICs, for slates, SBA regions and Census regions, by 
size of enterprise and establishment.’ State job genera- 
tion tabulations were presented at Advocacy's Sixth An- 
nual Conference on the States and Small Business, in San 
Diego, California in December 1984. 

The FINSTAT from D&B, and COMPUSTAT from Stan- 
dard and Poors provide detailed key financial and bal- 
ance sheet information annually for about 500,000 
firms. The COMPUSTAT includes detailed Securities and 


’For a detailed description of the USELM files, seeOffice of Advocacy, 
U.S. Small Business Administration, "The Derivation of Ihe U.S. 
Establishment Longiludinal Microdata (USELM) File: The Weighted 
Integrated USELM 1976-1982 Sample" (Washington, D.C.' U.S. 
Small Business Admimsiration, December 1984) 



Microdata as a 
Tool hr Policy 
Analysis 


puuiiLiy rraaed companies over a 20-year period, The 
FINSTAT, in contrast, provides information for about 12 
percent of the 4.4 million enterprises in the USELM files. 

During the past year, significant progress has been 
made in identifying problem FINSTAT records Comput- 
er editing and screening techniques now enable the SB A 
to prepare verified tabulations of key financial and bal- 
ance sheet variables. Financial data are available at the 
enterprise level only. The data consist of key balance 
sheet elements, such as cash on hand, notes payable, net 
sales, and selected financial ratios such as sales-to-em- 
ployment and net profit-to-total assets. Where appropri- 
ate, COMPUSTAT and FINSTAT data have been merged 
in order to provide a more comprehensive financial data 
file. 

The FINSTAT file provided by D&B omits names and 
Dun's identifier numbers This procedure protects the 
confidentiality ot these highly sensitive financial data. 
Tabulations of means, medians, and statistics relating to 
significant ratios can be made available, but microdata 
on individual firms are not available except under condi- 
tions mutually agreed to by D&B and the SBA. Neverthe- 
less, studies have been conducted using aggregated 
FINSTAT data by employment size and net worth. For 
example, the Environmental Protection Agency used 
FINSTAT data to create prototype balance sheets for the 
pesticides, organic chemicals, and other manufacturing 
sectors. 

All of the basic files of the SBDB were developed using 
microdata (individual establishment data), which are in- 
herently flexible because they can bo easily summarized 
on many levels Most of the material published by var- 
ious federal statistical agencies is in the form of aggiegate 
tabulations, which usually do not provide detail by size 
of business. Among those that do publish business size 
information, different definitions are used based on 
sales, assets, employment, or different size breaks As a 
result, data cannot be easily compared between federal 
or private sources. 

An aggregate data base cannot be used to address 
many public policy issues relating to small business. By 
their nature, aggregated data do not allow the tracking of 
changes in individual units. For example, one set of ag- 
gregated data may conclude that small businesses are 
growing faster than large businesses, while another 
might show the opposite. 
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Extraction of 
Records 


Eniploynienl Size of Firm 



Total 

0-19 

20-99 

100-499 

soot 

1976 

75,961 

15,597 

12,834 

10,866 

36,664 

1980 

86,854 

16,515 

14,213 

12,839 

43,286 

Percent Chanj^e 

1976-1980 

14 3 

5 9 

10 7 

18 2 

18 1 


Source U S Small Business Adrninislration, Office of Advocacy, Small 
Business Data Base, unpublished dain 


Recent tabulations of SBDB nnicrodata illustrate that 
such a paradoxical set of circumstances can occur, mis- 
representing the significance of small business' real con- 
tribution to economic growth. When cross-sectional 
data — information representing one point in time — are 
used, the small business share of new jobs may appear to 
be less than it actually is (Table C.2), 

If the data are examined longitudinally, a different pic- 
ture emerges. Longitudinal data show that small firms 
contributed a significantly greater proportion of new jobs 
compared to their cross-sectional numbers in the 1976- 
1980 period. Because small firms were growing faste 
than large firms, they moved into higher employmen 
classification ranges by 1980 The dynamic analysis il 
lustrates what was happening, but the cross-sectional 
data understate significantly the role of smail business 
(Table C 3). 

The current USEEM/USELM files complete several 
years of work consisting of specific phases. The basic 
goal during these various phases was to examine and edit 
D&B data files and then to estimate missing or inconsis- 
tent elements. Accomplishment of these goals consisted 
of the tasks summarized below. 

The first phase involved the extraction of the desired 
variables from the Dun's file. In all, 20 variables were 
retained for each establishment. The variables were sub- 
jected to extensive consistency checking and imputation 
procedures (Table C.4). Each establishment was then ex- 
amined to determine whether it was a branch or subsid- 
iary of a larger enterprise. Each multi-establishment 



’*.jw \L.nifJHjy- 


nien( in Thoustincls) 


Employ men l Size ot firm 



Total 

0-19 

20-99 

100-499 

500 + 

1976 

75,961 

15,597 

12,834 

10,866 

16,664 

1980 

86,854 

18,772 

14,295 

12,017 

41,770 

Percent Change 

1976-1980 

14 ) 

20 4 

11 4 

10 G 

1 \ 9 


Source U S Smnll Business AcIminfStration, Off ice of AcIvck^kv, Small 
Busrness Data Base, unpublished data 


Table C.4 Data Included tn U5EEM File 


Establishment Description 

Identification Number 

Coded State Location of Establishment 

County Location of Establishment 

Primary Standard Industrial Classification 

Secondary Standard Industrial Classification 

Business Age in Years 

Age of Report 

Record Status Code 

Enterprise Information 
Complex Organization Code 
Firm Employment Size Class 
Firm Industry Division 

Economic Data 

Annual Gross Sales Volume 

Employment for Establishments 

Availabrfity Codes 

Sales Availability Code 

Establishment Employment Availability Code 

Enterprise Information 
Identification Number 
Enterprise Employment 
Count of Subsidiaries 
Count of Branches 



Sorting 

Establishmontb 
Into Fannilies 


Creation of 
U III mate Ownorb 


Correclion of 

Inlra-Enterpribe 

Slructures 


cause these multi-establishment records have proven to 
be internally inconsistent in many cases, a detailed set of 
ad hoc rules was devised to correct conflicting 
indicators/ 

Approximately 2 percent of the establishments are 
missing some employment data. Employment for these 
establishments was estimated by using median values 
from County Business Patterns data. For the 1 978 and 
1980 USEEM files, sales estimates were also made for 
800,000 establishments. Completion of sales imputation 
for the 1976 and 1982 files is scheduled for 1985, 

All establishments that are part of multi-establishment 
enterprises (in contrast to single-establishment enter- 
prises) are then sorted by a series of descriptions of cor- 
porate family relationship codes: the Ultimate Dun's, 
Parent Dun's number, Complex Code (ultimate owner, 
subsidiary, or branch establishment), and Headquarter 
Dun's. This sorting procedure combines all establish- 
ments with the same Ultimate Dun's number, i.e,, all 
establishments within the same firm. 

Two or more establishments with the same missing own- 
ers (Ultimate Dun's numbers do not exist) are corrected 
by imputing an ultimate owner if the Ultimate Dun's 
cannot be found elsewhere in the DMI files. An imputed 
ultimate owner can exist for any of the 72 two-digit SIC 
groups. 

Many internal structural problems must also be resolved. 
Each headquarter company requires branches to report 
to it: each subsidiary must be linked to a parent; and 
these subsidiaries must be linked to the ultimate owner. If 
the total firm employment is larger than the sum of estab- 
lishment employment, it is likely that a branch or 
branches are missing from the file. Headquarters without 
branches have their headquarter designation removed. 
Likewise, ultimate owners that own nothing are reduced 
to single establishments. The result of these internal en- 
terprise/establishment structure checks and modifica- 
tions is a consistent enterpnse/esiablishment file. The 


'‘Marjorie Odie and Catherine Arminglon, "Weighting ihe 1 976— 1 900 
USECM Tiles for Dynamic Analysis of Employment Growth" {Wash- 
ington, D C' The Brookings Institution, Business Microdata Project, 
April 1983), Prepared for the Oflice of Advocacy, U S. Small Busi- 
ness Administration, under award no. 2641-OA-7S. 



more tnan i,^uu establishments 


Employment 

Adjustments 


Estimation ol 
Branch Size 
Employment for 
Imputed Branches 


Firm Size and 
Firm Industry 
Division Codes 


USELM 


For headquarter companies, employment figures in both 
company and headquarter establishments are reported. If 
the sum of employment in branches is substantially less 
than the reported employment in headquaiters, branches 
are imputed to the enterprise to account for the missing 
employment. On the other hand, if the sum of the em- 
ployment in the branches is larger than the total employ- 
ment reported by the headquarters, the actual (larger) 
sum IS simply substituted for the reported headquaiters 
total. 

The difference between the sum of branch employment 
and the total employment reported by headquarter com- 
panies led to the imputation of a single branch. The 
estimate of the employment size distribution of branch 
employment by industry was developed as a function of 
firm size by industry classification. 

After reconciling employment figures within the estab- 
lishment/enterprise file ("'tree'" file), firm size and industry 
division codes for the enterprises were added. After using 
these files for economic research, it became apparent 
that other key variables relating establishments to enter- 
prises also would be useful. These variables included the 
number of subsidiaries, the number of branches, and the 
total employment of each enterprise; these variables 
were subsequently added to each USEEM file record. 

The USELM file is a combination and extraction of the 
four existing USEEM files (1976, 1978, 1980, and 1982) 
and contains only those records considered legitimate for 
time'-series analysis,'^ Although the USEEM files for each 
set of years for 1978 and 1980, 1976 and 1980, and 
1980 and 1982 have been previously linked for longitu- 
dinal studies, the results were unsatisfactory. There were 
basic differences in each of the original DMI files, and 
detailed comparisons between the different years of DMI 
data provided significant evidence that this linking of the 
various years of USEEM files for longitudinal analysis had 
serious shortcomings. To resolve some of the differences, 
a new file was created for the SBDB. 


^Frles for 1984 will be available in micM985 
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Industry 

Division 

Average Number 
ot Establishments 


Employment 


1976 

1978 

1980 

1982 

All Industries 

261 

898,153 

940,791 

1,232,988 

2,498,869 

Agriculture 

1 

2,055 

2,055 

2 

2 

Mining 

13 

48,690 

43,617 

-40,880 

24,062 

Construction 

12 

47,108 

10,413 

4,693 

12,274 

Manufacturing 

74 

242,020 

271,082 

459,370 

432,339 

Transportation, Communications 





& Public UliliUes 

23 

160,336 

128,981 

144,284 

32,684 

Wholesale Trade 

13 

17,425 

28,843 

27,966 

22,138 

Retail Trade 

26 

73,691 

152,649 

119,461 

146,343 

Finance, Insurance & Real 






Estate 

26 

71,751 

65,249 

107,879 

110,472 

Services' 

73 

235,077 

237,902 

328,453 

1,718,535 


Hn aclcluion, 61,986 establishments with 1^535,355 employees were deleted clue to inad- 
equate 1 982 new coverage of elementary and secondary schools 
Source, Catherine Armington and Marjorie Odie, "U.S, Establishment Longitudinal Microdala 
(US ELM) The Weighted Integrated USECM 1976-1982 Sample" (Washington,, D.C.: The 
Brookings Institution, June 1984) 


To make the processing of establishment information 
easier, valid growth records were collected into a sepa- 
rate USELM extract file. The records in this extract file 
contain only a few of the variables found in the USEEM 
records, plus a sample weight and a few special enter- 
prise level variables selected from the Multi-Establish- 
ment Enterprise files (tree files). The USELM does not 
contain Dun's identification numbers, which are present 
in the USEEM files. 

By creating the USELM, several problems were re- 
solved. Major clerical errors in the data files (which were 
detected when several years of data were linked together) 
were edited or the records omitted in order to prevent the 
distortion of aggregate employment levels and employ- 
ment change (Table C.5). 

Various types of reporting problems render more than 
half the records in the USEEM inadequate for measuring 
changes in employment. The most common problem is a 
failure to update records between file years. Also, a num- 
ber of coverage problems exist. Certain categories of 
establishments were excluded in some of the DM! files 
and were included in other files, e.g., educational insti- 
tutions and banks had extended coverage by D&B after 



Conclusion 


^^uvcrfdgu db increasea jOt) growth; therefore, thc7 were 
excluded from the USELM 

Employment in foreign affiliates of U S. establishments 
was included in the DM1 files and excluded ftom the 
USELM files for the same reason The basic approach 
taken was to use that subset of USEEM establishment 
records that had adequate time series data as being repre^ 
sentative of all business. Each valid record was weighted 
to represent some portion of the entire USEEM universe 
of establishment and employment (Tables C.6 and C,7). 
The distribution of reporting problems is biased by cate- 
gories, size of establishment, organizational type, indus- 
try, and the period during which the business existed. 
The USEEM population was divided into 3,840 sampling 
cells based on (1) 16 control classes reflecting the years 
of reporting, employment size, and relational status (sim- 
ple, top, or branch); (2) ten appearance classes; and (3) 
24 industry classes resulting in 3840 cells. 

After linking and tabulating the four edited USEEM 
files, weights were calculated foi each of the 3840 sam- 
pling cells by dividing the universe employment by the 
USELM sample employment An independent weight 
was calculated tor each of the multi-year appearance 
classes (reporting categories) over the four USEEM files. 


The SBDB work is entering a new phase. The basic devel- 
opment effort has been completed. The task now is to 
focus on data quality and user access In older to exain- 
ine the ongoing validity of many of the assumptions and 
decisions made in creating the existing USEEM/USELM 
files, the firm and establishment data of these files will be 
matched with selected state unemployment insurance 
(Ul) data for corresponding periods. This major project 
will compare the results of the Ul and USEEM/USELM 
data for two large states in order to derive evaluative 
criteiia for future USELM enhancements and 
modifications. 

Other planned projects include improvement of the 
procedure for matching DuiVs Market Identifier file with 
the Market Data Retrieval File in creating the Master 
Establishment List. Over the years, a number of U S. and 
Canadian statistical agencies have implemented match- 
ing algorithms on large scale computer systems. A proj- 
ect to test and evaluate these various matching 
algorithms will assure the relative reliability and econo- 
my of the SBA's own matching procedure. 
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Table C.7 Size of Employment Reporting Problems in the 1976 Employment Totals 
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smaK business policy issues and general economic re- 
search. The basic data for the SBDB are proprietary and 
are available only for SBA internal use. Currently, a ma- 
jor project IS the development of a User Access Protocol 
which will specify the conditions for outside use of the 
SBDB. The SBDB files are now being modified so that 
they can be used in other types of economic research. A 
careful line must be drawn to preserve copyright and 
other corporate interests of the providers of the SBDB 
data and yet allow those with legitimate economic re- 
search interests access to this data. The SBA is committed 
to maintaining the confidentiality of the businesses 
whose data are the basis of the SBDB. 

Finally, in addition to validating the current USEEM/ 
USELM methodology, a major ongoing SBDB project is 
the in-depth analysis of the large variety of reported re- 
sults recently made available to Advocacy staff. A thor- 
ough understanding of the components, causes, and 
impact of each of these existing tabulations wifi provide 
the basis for even more valuable documentation and 
research using the SBDB in the future. 
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